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ABSTRACT 

Nearly a million teachers will reach retirement age 
in the next 9 to 11 years. This report presents a complete 
state-by- state overview of the retirement programs available to 
America's teachers. Chapter 1 presents the issues of teacher aging, 
retirement, and early retirement and asks how school districts might 
effectively manage the retirement and replacement of teachers. 
Chapter 2 surveys retirement plans in the 50 states and provides 
information on how to calculate a teacher's pension, with relevant 
data Joy state. Chapter 3 looks at local and state programs to entice 
teachers to retire early. Empirical methods are used to assess the 
effectiveness of various plans. Case studies of early retirement 
incentive plans in six districts show how these plans work, "^sed on 
conclusions drawn from these data, school officials are advxsed on 
how to create, implement, and evaluate an early retirement program. 
Chapter 4 calls for a national task force on teacher retirement and 
argues that the future of the teacher retirement system depends on 
resolving six related issues: (1) threatened financial viability; (2) 
lack of consistency between local and state policies; (3) lack of 
portability of plans; (4) lack of system flexibility in investment 
and withdrawal of funds for teachers; (5) lack of control by teachers 
as individuals and as a group; and (6) lack of equity among teachers 
in various districts. (21 tables, 48 references) (KLF) 
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chool boards, superintendents, teachers' unions, and politi- 
cians have worked for over a century to improve the lot of 
America's teachers. And working together, these parties have 
succeeded. Pay is up, conditions of employment are better, and 
benefits are stronger. As a result, teachers in large numbers are 
making education their life's career, This brings us to the topic 
of this important report: the retirement and replacement of 
teachers and administrators. Frank Auriemma, principal of the 
Pearl River iMiddle School (New York); Bruce Cooper, Fordham 
University Graduate School of Education; and Stuart Smith, di- 
rector of publications, ERIC Clearinghouse on Educational Man- 
agement, have examined the process of teacher retirement, 
bringing together for the first time the relevant published infor- 
mation, state data, case studies, and the effects of early retire- 
ment incentives on school district policy and programs. 

This book has many audiences. Superintendents and sch<x>l 
boards should pay heed: with the "graying" work force, almost 
every school district confronts the problem of having one gen- 
eration of teachers retire and having to recant another, while at 
the same time working to improve the program and solve 
financial problems. Early retirement, too, lias become a major 
management tool. How can leaders entice some teachers to 
retire while maintaining the quality of their educational pro- 
grams? How do districts set long-range plans while losing sea- 
soned teachers? 

State policy-makers are critical here: as keepers of the teachers' 
pension systems and as major financial contributors to those 
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& Any teacher, or 
prospective 
teacher, can use 
this book to figure 
out how much 
their pension will 
be. ff 



systems, each state government must keep its retirement fund 
viable, while setting policies that do justice to teachers and 
helping districts to manage the retirement process. As this book 
points out, many states now penalize teachers for retiring early. 
On the other hand, some districts are experimenting with early 
retirement incentive plans (ERIPs). One branch of government 
says "go out now"; another says "we'll dock your pension" for 
the rest of the retiree's life, by 3 percent or even 5 percent for 
every year that teachers retia* before their full years of service 
and before reaching a certain age. The right hand s fighting the 
left. 

Teachers will find this book useful too. since it treats retire- 
ment policies in all SO states, including teacher and employer 
contributions, years required for retirement, and even a means 
for calculating a teacher's own pension. Hence, any teacher, or 
prospective teacher, can use this book to figure out how much 
their pension will be. Since unions are also vitally concerned, 
teacher leaders may wish to examine the entire retirement 
process; its rules, rights, procedures, contradictions, and prob- 
lems, noting the complexity of this field. As Keith Geiger. 
president of the National Education Association, has pointed 
out, retirement is nothing to take for granted nor is it for the 
light-hearted. It's tricky territory, governed by federal, state, and 
local laws and policies, Unions understand that with age, teachers 
seem more and more willing to sacrifice some salary incre- 
ments now in exchange for better pensions later. 

For all those interested in the personnel function in education, 
retirement has moved closer to the front of a long line of 
issues. Once far behind unionization, health Ix-nefits, pay in- 
creases, and staff development, teacher retirement now has 
become a major frontier in the management of education with 
hundreds of thousands of teachers on the threshold of leaving 
the profession. Retirement involves the complex interaction of 
lexal contracts, state regulations, federal laws and policies, with 
a healthy dose of gcxxl planning and management. 

The financial stakes are high as well. Billions of pension fund 
dollars are on the line as states work to fund their plans. Along 
with higher teacher salaries have come bigger school bud- 
gets— a large proportion going to the district's most senior 
teachers. The national average salary for teachers is now $3^.000, 
and some school districts find themselves paying top-level 
teachers more than $70,000 a year. Karly retirement fxvomes 
an option at this point, since a once-awarded bonus Incomes 
an incentive for a teacher to retire and save the district thou- 
sands over the wars. 
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** Case studies in 
this book give 
useful data and 
methods for 
evaluating the 
effectiveness of 
various teacher 
retirement in- 
centive plans. 99 



These authors found that a growing number of older teachers 
want to retire — even to retire early if given an incentive. Case 
studies in this !x>ok give useful data and methods for evaluating 
the effectiveness of various teacher retirement incentive plans. 
Good information and careful thought are important to all parties: 
teachers, administrators, school hoards, superintendents, and 
policy-makers, not to mention parents and community. A well- 
managed early retirement program, according to Auriemma, 
Ccx>per, and Smith, can bei ?fit teachers when they retire, can 
grant administrators a chance to bring in new teachers, and can 
significantly reduce the district's budget just at a time when 
money for education is ever tighter. 

The American Association of School Administrators is pleased to 
have this hook available to school leaders. We need more 
information on teacher retirement. Of course, we share with our 
fellow educators the concern that educators at all levels l>e 
allowed to retire with dignity and live comfortably after a career 
in education, We owe a great deal to our veteran teachers. We 
respect their efforts and applaud the SO states for creating some 
of the world's largest retirement systems. 

We realize, however, that in times of tight money, we need to 
protect and improve these retirement systems, We support the 
authors' suggestion to convene a national commission to kx)k at 
teachers' retirement as part of our planning tor the 21st century. 
Our ability to attract and hold a high-quality, talented teaching 
corps depcMids to a great extent on our willingness to guarantee 
teachers a decent retirement. We are a long way toward this 
goal, as this book so ably points out. 

As Americans, we should pay tribute to the many sacrifices and 
supreme contributions of teachers and administrators. Their re- 
tirement leaves us with a loss of their great talent and experi- 
ence. 

Let's resolve that their retirement should allow them to live with 
dignity as a new forre of dedicated educators moves into our 
nation's schools. 

Richard IX Miller 
ILxecntii v Director 
American Association 
of School Administrators 
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o an extent unprecedented in public education in the United 
States, teachers are forming a stable and mature work force, 
which is a tribute to the improved salaries and benefits and the 
higher status given professional educators ttxiay. More teachers 
are staying in their jobs- through a full career and are approach- 
ing retirement in the largest numbers in our history. Whereas 
only two decades ago the average age of teachers was 2S, 
today it is 44. Nearly a million teachers will reach retirement 
age in the next 9 to 1 1 years. 

Whereas ix'tter pay, health insurance, and maternity leave 
were big issues in the 1970s and 1980s, the retirement plans 
and pensions received by teachers and administrators are likely 
to Ixxome of critical interest during the 1990s and into the 21st 
century. Will school systems and sidles h<: able to manage their 
retirement programs to benefit all parties involved: young and 
veteran teachers, school districts, states, and students? 

This report examines teacher retirement — both full-term and 
" C arly'" — across the SO states, focusing on the opportunities and 
dangers posed by the exodus of large numf>ers of older, more 
experienced teachers. In the pages that follow, we seek an- 
swers to three related sets of questions: 

1. How do the regular retirement plans in the SO states operate? 
Who pays? How much? When are teachers eligible and how 
much do they receive? What benefits continue Ivyond retire- 
ment? Can they resist borrow ing against them, cutting resources 
to them, or downright squandering them? 

2. What are the nature and effects of the early retirement incen- 
tive plans (KRfRs) in selected districts and states? How well do 
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these plans work in reducing staff without layoffs, anting 
budgets without reducing salaries, and replacing veteran staff 
with new , talented, well-trained teachers? 

3. What recommendations can he made to improve the quality, 
efficiency, and future of teacher retirement into the 21st cen- 
tury? 

Chapter 1 presents the issues of teacher aging, retirement, and 
early retirement in a context of school planning, management, 
and change. In particular, this chapter traces the development 
of teaching as a career, from a period of occupational depen- 
dency to one of greater professional independence, from a 
field with high turnover and attrition to one of increased 
stability and longevity, and from the aeed to retain teachers for 
longer periods to a renewed interest in encouraging them to 
retire. 

The history of pension funds is interesting in itself. Starting out 
as "burial societies" for destitute old teachers, pension funds 
have grown into one of the largest financial systems in the 
nation, with assets of over $500 billion. 

This chapter also examines problems the retirement systems 
face and asks how schcx>! districts might effectively manage 
the retirement and replacement of teachers. 

Chapter 2 surveys retirement plans in the 50 states: their size, 
numbers, requirements, formulas for determining pension lev- 
els, stipulations, laws, federal and state roles, and so forth. This 
chapter presents and analyzes comprehensive, state-hy-state 
information not previously joined in a single document. Signifi- 
cant differences among state pension plans are evident. For 
example, states vary in the percentap: of teachers who are 
still working and thus contributing to the states 4 retirement 
systems compared to those who have retired and are drawing 
a pension. States also differ in both who contributes (employee 
alone or both employer and employee) and how much, rang- 
ing from 3 percent to 10 percent by employees and 3.5 percent 
to nearly 20 percent by the employer. 

States permit teachers to retire at very different ages (from 55 
in New York to 65 in Iowa) and with differing years of service 
(from 4 to 35), though several states allow a mix of lx>th 
scnice and age, adding up to, say. a total of 85. Although most 
workers in the private sector are "vested" in their retirement 
systems after 5 years, teachers become vested after anywhere 
from 3 to 20 years of participation, depending on the state 
Being vested allows teachers to protect their pension should 
they leave the system before retiring. Before being vested, 
teachers are only entitled to the amount they themselves con- 
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* Many states 
penalize early 
retirees, whereas 
school districts 
encourage 
them, with 
teachers caught 
in the middle. 99 



tribut^d and not to their employer's contribution or interest 
earned on this money, 

Chapter 2 also provides useful information on how to calculate 
a teacher's pension, with relevant data by state. Variation here, 
ux>, is great, as the formulas utilize varying percentages of 
teachers' final average salaries, not to mention the wide dis- 
parities in teachers' final salaries between districts. 

Two additional issues are also covered. First, a few states have 
not enrolled their teachers in the federal Social Security system. 
Second, some states actually continue benefits and give "raises" 
to teachers after ihey retire, usually depending on the earnings 
from the investments of the state pension system. Many states 
even waive state income ftxes on pensions for retired teachers, 
though all must pay federal income taxes on their retirement 
plan earnings. 

Chapter 3 looks at a relatively recent phenomenon in person- 
nel administration: local and state programs to entice teachers 
to retire early. Empirical methods are used to assess the effec- 
tiveness of various plans. When are teachers eligible for early 
retirement? How much of an incentive is necessary to persuade 
them to take early retirement? How do state retirement policies 
obviate the effects of local early incentive programs? Many- 
states penalize early retirees, whereas school districts encour- 
age them, with teachers caught in the middle. 

This chapter includes analysis of retirement incentives in six 
districts (two with liberal retirement incentives, two with mod- 
erate incentives, and two with conservative bonuses for retiring 
early). These districts use a variety of enticements: a flat cash 
bonus, a percentage of salary payout, and a buy-back of 
accumulated sick days. By analyzing the results in the six 
districts over a three-year period, we provide some useful 
information al>out how incentives work: amounts spent and 
saved, numbers of teachers eligible to retire early versus those 
that accept (or reject) the option, and teacher replacement 
costs. 

This empirical research presents three means of evaluating 
early retirement programs: 

1. Assessing Incentive Plans: By generating a ratio of the cash 
incentive payout divided by the top teacher salary in the 
district, we can standardize the incentiv e to make comparison 
possible. 

1. Assessing Plan Participation: In the six districts, we were able 
to determine the teachers who were eligible and those who 
accepted the retirement package, indicating the attractiveness 



of the incentive. Also, we determined how effective each dis- 
trict was in replacing retiring teachers. 

3. Assessing Plans' Cost-Effectiveness: A cost-lxmefit analysis al- 
lowed us to determine the cost of each district's retirement plan 
and how much the district saved by not replacing teachers or 
by replacing them with lower-paid teachers. The amount saved 
divided by the amount paid out (the cost-effectiveness quo- 
tient) gives a good indication of how well the retirement 
incentive plan worked in each schcx)! system. 

Drawing conclusions from these data, we advise school offi- 
cials on how to create, implement, and evaluate an early 
retirement program. 

Chapter 1 summarizes six crucial issues surrounding teacher 
retirement: 

1. the fiscal viability of state retirement systems 

2. the apparent conflict between certain state policies on early 
retirement and those being practiced by local .sch<x>l districts 

y the inability of teachers to transfer their retirement programs 
from one state to another in keeping with changing employ- 
ment patterns 

4. the lack of flexibility in investment and withdrawal policies for 
teacher participants in state pension plans 

5. the lack of teacher control over their pensions 

6. the inequalities of retirement benefits across school districts, 
rich and poor, in any given state Ix'cause of wide disparities in 
final teacher salaries 

Facing the challenge posed by these issues will require coordi- 
nation of efforts at the national, state, and local levels. We 
therefore call upon the US, Secretary of Education to convene 
a national task force on teacher retirement so that states and 
school districts can begin to improve and coordinate their 
retirement policies. 

As the nation moves toward a national curriculum, national 
testing, and national certification of teachers, it is timely to 
examine the retirement issue from a national perspective as 
well Indeed, many teachers are members of the nation's larg- 
est, strongest, and best funded pension programs, programs 
that compare favorably with many private retirement plans 
found in business and commerce. Extending these pension 
benefits equitably to educators across the nation is a major 
challenge for the future in education, 
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late employee retirement systems can undoubtedly iv im- 
proved. . . . For the most pan, the 90% of all state and Uxal 
employees covered by these systems are well serv ed. Over the 
past vlO yars, the state legislatures have enacted and con- 
tinue to enact major legislative reforms that have resulted in 
administrative improvements lor these systems that put them 
ahead of their private and federal government counterparts- . . , 
In summary', the state regulatory frameworks governing state 
retirement systems are well conceived and for the most part are 
well enforced. It's up to state government officials, retirement 
system administrators, systems members and the concerned 
public to make certain that they are effectively implemented. 
(Reilly 19HS, p. 9) 

A teacher's retirement is a poignant moment, the end perhaps of 
a long career and the beginning of leisure, For some it is a 
dreamed-of chance to start a new profession or hobby, or even 
to take a teaching job elsewhere. Whatever the teacher's per- 
sonal feelings and future plans, he or she may also qualify for a 
long-awaited benefit: a state pension that totals about two-thirds 
of the average of her last few years' salary. The typical teacher 
earns a pension over a 25- to 35-year period, as both the 
teacher (employee) and the district or the state (employer) 
jointly contribute to the state's public employee retirement sys- 
tem. The state invests these kmds to earn interest tor the 
teachers and the state (Taylor 1986). 

The decision to retire is the employee's alone to make, for, 
under law, no one can be forced to retire simply because of his 
or her age, even after age 70. In making this decision, the 
employee may take into account his or her expected pension 
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income, Social Security, and other benefits. Now some school 
districts are giving their older teachers another factor to weigh 
in the retirement decision: "sweeteners" to encourage the teach- 
ers to retire early, leaving their jobs before the end of the 
qualification period (Tarter and McCarthy 1989). 

Teachers have struggled long and hard for decent pensions as 
pan of the movement in the 20th century to improve educators' 
.salary, health insurance, life insurance, and other conditions of 
work (Taylor 1986, Bleakney 1972, Graebner 1984, Greenough 
and King 1976, Kotlikoff and Smith 1983), The mere fact that 
millions of teachers have stayed in the profession for three or 
more decades and have reached the designated retirement age 
(usually 60) is a good indication of just how much better the 
working conditions for teachers have become. Better pensions 
are a major improvement and a strong factor in holding teach- 
ers in education for their full careers. 

Today, teacher retirement programs are among the largest in 
the nation, a sign of the commitment of government, unions, 
school policy-makers, and the public in general to help the 
elderly, especially those who dedicated their lives to the educa- 
tion of children. 

At the district and state levels, pension management is of 
increasing importance for several reasons. First, the process of 
retirement is essential to the administration of schools. Each 
school district must assess its programmatic, curricular, and 
staffing needs to determine the actual number of teachers 
required. As teachers retire, the district must decide whether to 
fill the retirees' positions or not. The quality and depth of 
school courses and programs, to a great extent, depend on the 
ability of school districts to find and train replacements for 
retiring staff. 

Second, the teaching force is growing older and salaries are 
much higher. The average age of teachers in New York State, 
for example, increased from 28 to 44 years between 1970 and 
1990. Teachers at the top of the salary' scale in the United States 
now earn an average of $41,000 plus fringe benefits. In some 
districts, teacher salaries exceed $70,000 per year. With so 
many highly paid staff, districts are considering early retirement 
as a less expensive, easier, and less painful means of reducing 
senior staff and cutting budgets than electing to lay off younger 
teachers. By replacing these veterans with young teachers at 
the bottom of the pay scale, districts can save thousands, even 
millions, of dollars over a number of years. Districts with a 
surplus of teachers who do not have to hire replacements can. 
of course, save even more. 
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Third, pension funds for public employees, including teachers, 
are costly to state and local governments. In most states, the 
school district, county, or state unit of government is required 
to make a regular contribution to the retirement system based 
-<i>--i _ < _ iii ^ on a Percentage (averaging about 9 percent yearly 
Z , t 4 nationwide) of the salary of every state, city, 

m By replacing these veterans coumy and schooI employee with millions of 

With yOUng teachers at the teachers approaching retirement age, some states 
bottom Of the pay SCale, risk overdrawing their retirement funds or hav- 

ing to take dramatic steps to support them: for 
districts Can Save thousands, cxamp i e , raise the retirement age from 60 to 62, 
even millions. Of dollars OVer as proposed in Maine; borrow the money; or 

a number of years, §§ raisc taxes 

~" " ~~" " From the individual's perspective, job retirement 

is one of the most important events in a person's life, one of 
the key "stages of personal and career development" (Castetter 
1992, p, 498). From the perspective of school leaders, politi- 
cians, and union leaders, retirement has become big business 
of utmost importance. In contrast to what was once a relatively 
simple process of saving money for the later years of life (see 
McLoone 1987, p. 223), we now have a system of enormous 
complexity with the arcane language of pensions, annuities, 
FRIPs (early retirement incentive plans), COLAs (cost of living 
allowances), vesting, 40313 plan, the Age Discrimination in 
Employment Act, and so forth. From essentially a "mutual aid 
society," pension funds have grow r n to become a multibillion 
dollar system that helps to support older employees once they 
retire from their jobs and are no longer drawing a regular 
salary. 

Furthermore, retirement has Income of greater interest to teach- 
ers, administrators, policy-makers, and unions a$ the teaching 
force has grown older and pensions have become a central 
issue in contract negotiations, a subject of battles with the state 
legislature, and a large repository of money greedily eyed by 
cash-starved states. As one politician admitted, "It will be hard 
for us to keep our hot little hands off the teachers 1 pension 
fund money. It can bail out bankrupt cities and act as seed 
money for new early retirement plans." 

Before exploring some of the changes taking place in teacher 
retirement systems, we will kx>k more closely at one of the 
reasons behind these changes; the aging of the teacher work 
force. 

An Anina Coaxing older teachers into retirement has only recently be- 



Work Force 



come a policy issue in education (Tarter and McCarthy 1989; 
see also Wood 1982, Ridley 1974). Before the 1970s, teacher 



i 



turnover ran as high as 23 percent yearly, with the result that 
must teachers left the profession before school boards and 
superintendents needed to worry alxmt offering retirement 
incentives. Only when teachers started to make education a 
lifelong career did the "graying" of the teaching force become a 
concern, requiring new policies and programs to induce vet- 
eran staff to retire and then replace them with new teachers. 

Teaching is no longer a young persons profession. As an 
example of the dramatic changes in the age distribution of 
teachers in recent decades, table 1 presents these changes in 
the state of New York between school years 1969-70 and 1989- 
90. In 1969-70, the largest age cohort was the 18-to-2>years- 
olds, who composed nearly 27 percent of New York's teachers. 
Four years later, in 1974-75, the 26-to-32-year~old group was 
the largest, with 32.1 percent of the state's teachers. By 1979- 
80, the largest group (28.5 percent) was age 33 to 40. This age 
group remained the largest through 1984-85 when it increased 
to 34.3 percent of the total teacher population. In 1989-90 the 
age group between 41 and 48 became the largest group at 34.5 
percent. 

The bottom line of table 1 shows the average age of New York 
State's public sc!kx>1 teachers by year, rising from a mean age 
of 28 years in 1970 to 44 years in 1990, almost a one-year 
increase in age on average for each calendar year. At this rate, 
by about 1995, the largest group of teachers will reach the age 
of retirement eligibility, making retirement incentives a big 
issue for sehcx)! management and teacher unions alike. 



Percentage of Teachers by Age Cohort and 
Sample Year in New York State, 1969-90 

SAMPLE YEARS (EVERY FOURTH SCHOOL YEAR) 



Teachers 


1969-70 


1974-75 


1979-80 


1984-85 


1989-90 


Ages 












18-25 Yrs. 


26.7% 


14.3% 


4.1% 


3.3% 


4.0% 


26-32 Yrs. 


23.1 


32.1% 


25.5 


12.8 


12,1 


33-40 Yrs. 


15.2 


17.9 


28.5% 


34.3% 


23.6 


41-48 Yrs. 


12.8 


17.0 


9.0 


24.5 


34.5% 


49-56 Yrs. 


12.9 


12.3 


16.1 


17.6 


17.7 


57-64 Yrs. 


8.3 


5.7 


6.2 


6.9 


7.2 


65 + Yrs. 


1.0 


.7 


.7 


.6 


.9 


Average Age 


28 yrs, 


32 yrs. 


39 yrs. 


40 yrs. 


44 yrs. 



Source: Public School Information Center (199 ). 
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Number and Percent of Teachers 
by Age Group, 
19S3 and 1968 

AGES OF TEACHERS BY HALF AND WHOLE DECADES 



Twenties 
20-24 25*29 

I Year 

1983 7 7% 14 7% 

I (22.4) 



1988 66% 117% 
(18 3%) 



Thirties 
30*34 35-39 



189% 188% 
(37 7%) 



14 1% 194% 
(33 5%) 



Forties 

4044 46-49 



123% Bt% 
(20 9%) 



17$% 122% 
(29 9%) 



Fifties 

50-54 55-59 



8 1% 59% 
(140%) 



82% 0 1% 
(14 3%) 



Sixties 
60+ 



51% 



42% 



1983 Total: 3,55 million 1988 Total: 3.78 million. 
Source: National Center for Education Statistics (1990). 



Table 2 shows trends in the number and distribution of teach- 
ers in the nation as a whole between 1983 and 1988. The aging 
of the work force is evident, with a marked increase in the 
percentage of teachers in their 40s (29.9 percent in 1988, up 
from 20.9 percent in 1983>. Meanwhile, the percentage of 
teachers who were in their 20s declined from 22.4 percent in 
1983 to 18.3 percent in 1988. In 1988, the average age of all 
l\S. teachers was 44 years. 

Table 3 shows the actual sizes of the age cohorts in 198*^88. 
Teachers who are age 30 <>r younger are now outnumbered by 
those over SO (310.901 to 416.85^). When the 40-year-olds, 
who now comprise more than 30 percent of the work force, 
age into their 50s, the number of potential retirees could nearly 
double. In anticipation of these retirements, the Bureau of 
Uihor Statistics believes that by 1995 the demand for new 
teachers will grow by 20 percent. The aging work force, then, 
will make retirement incentive programs an even more impor- 
tant concern as the o-year-olds (nearly 800,000 strong) reach 
their 50s in the next 5 years, What was once a profession of 20- 
somethings. young people passing through the classroom on 
their way to starting a family or moving to a different profes- 
sion, has become a stable group with more teachers in their 
S()s than in their 20s. 




Age Distribution of the U.S Teaching Force, 1987-88 



AGE 



NUMBER OF 
TEACHERS 



PERCENT OF 

TEACHER 

GROUP 



Under 30 



310,901 
813204 
752,301 
416,867 
40,041 
2,323205 



13.4% 
36,0% 
32.4% 
17.9% 
1.3% 
100% 



30-39 
40-49 



Over 60 
Not reporting 
Total: 



The Changing 
Face of 
Teacher 
Retirement 



Source: National Center for Education Statistics ( 1 99 1 ). 



Certain developments are important in understanding the nation's 
retirement systems for teachers. We need to see the transforma- 
tion of these systems from several perspectives: 

L From Dependence to Independence: Teachers and other public 
employees have moved from being highly dependent and un- 
derpaid to enjoying greater economic and professional inde- 
pendence; the retirement plan is one example of a benefit that 
enables teachers to look toward security in their old age. 

1. From Turnotvr to Longevity: Teacher turnover was traditionally 
high, influencing the design of retirement plans to reward long 
service, upwards of 50 years or more; today, turnover is lower, 
leading to a large numtier of senior staff and high personnel 
costs nationwide. 

3. From Longevity to Early Retirement Districts are increasingly 
using early retirement incentive plans (ERIPs) to encourage 
teachers to leave their jobs before they reach the requisite years 
of service and age. These plans, however, nm counter to the 
policies of most states, which reduce the pensions for those 
who leave fx*fore their full service and age. Teachers are 
sometimes caught in the middle. 

h From State Control to Private Alternatives: Public-sector pension 
plans have certain qualities and characteristics that set them 
apart from retirement programs in business and industry. Some 
features of private pensions would Ix? useful in reforming 
teachers' pension plans across the country, including allowing 
teachers to add to their pension or withdraw the money in one 
lump sum. 
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From A measure of a modem society is its ability to provide for the 
Dependence to well-being of its citizens at ail ages, in all stages of life, and 
Independence under all conditions, The United States now guarantees some 

degree of comfort for many who retire from work through their 
public or private pension plans, plus Social Security, which 
was enacted in 1935 and has been subsequently amended. In 
1951, the Social Security system was extended to public em- 
ployees, though five states opted not to join (see table 10 in 
chapter 2). 

By the middle of the 20th century, over half the nation's 
workers could look forward to some support when they retired 
from work or became too sick to continue on their jobs. 
Profound changes in society — the move from the farm to the 
city and the breakup of the nuclear family — have made a 
systematic retirement system necessary, explaining the passage 
of the Social Security Act and numerous pension plans. 

According to Bernstein, "Old age on the farm differed greatly 
from old age in the city. By and large elderly fanners owned 
their land and equipment and worked until late in life, perhaps 
to its very end. The grandparents owned the property and to 
that extent the adult children were dependent upon them" 
(1964, p. 4). In contrast, city dwellers have come to depend on 
cash, pensions, and charity, and they usually live apart from 
their offspring, 

The need for financial help in retirement is one of the demands 
of modem, metropolitan existence, and it is exacerbated hy 
earlier and earlier retirement (down from age 65 to 60 and 
even 55 in some areas) and longer and longer life expectancy. 
It is not unusual now for people to work for 30 years and he 
retired for 30 years, In 1920, 57 percent of men over 65 were 
still working; by 1950, this figure was down to 45 percent; and 
today, only 33 percent of men over 65 are still employed. This 
changing demography may explain the nations commitment to 
supporting the elderly — including teachers. 

Castetter has argued that retirement benefits are widely ac- 
cepted hy the public: "Provision for the health and welfare of 
persons who withdraw from service because of age. years ot 
service, or disability appears to be one of the values to which 
our society is irrevocably committed. The 20th century has 
witnessed a series of commendable developments aimed at 
making life more satisfying and secure for the aged and infirm" 
(1986, p. 584). 

In the field of education, retirement benefits, along with health, 
dental, and disability insurance and improved salaries, have 
combined to make teaching a viable, life-long career for in- 
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creasing numbers of men and women. In fact, one could 
reasonably argue that it was the improvement of just such 
benefits as retirement that has convinced an ever-greater num- 
ber of teachers to continue with teaching until the age of 
retirement. 

These retirement benefits, along with better pay and working 
conditions, stand in chilling contrast to earlier examples of 
dedicated teachers dying in their communities without even 
the money for a decent burial, much less a happy retirement. 
Teachers responded to the shameful conditions of work in 
those times by forming "burial societies" and "mutual aid soci- 
eties" to improve their standing and to cushion themselves 
against illness, poverty, and death. Yet the work. pay. and 
benefits were so deplorable in many communities that many 
teachers abandoned their profession after a few years, often for 
other employment or for marriage and a family- 
Pension programs in the teaching profession were a surpris- 
ingly late development. The Chicago public schools established 
the first school pension program for teachers in 1896. Other 
cities, including Boston. Philadelphia, Cincinnati, and Balti- 
more, followed. New Jersey created the first statewide pension 
system for teachers in 1905 (Studensky 1920). By 1917. 22 
states had such plans, according to McUxnie (1987, p. 229): by 
1934. 24 suites had them; and by 1950, each of the SO states 
had a public pension system in place. Prior to the development 
of these programs, many generations of teachers had gone 
without the security of knowing how they would support 
themselves and their families when they reached their older 
years. 

Retirement plans, once rare, have now Ixrcome nearly univer- 
sal among public agencies, with 98 percent of all employees in 
state, county, and municipal government — including schools — 
having retirement plans by 1987. These public employee pen- 
sion funds have exceeded $500 billion in capitalization, making 
them among the largest repositories of money in the public 
sector. 

In the 19th century and well into the 1950s, teacher turnover 
was extremely high, reaching 23 percent nationw ide in some 
years. Teachers simply were unable to "make ends meet" and 
suffered from a lack of decent pay. Ivnefits. and future pros- 
pects. Hence, teachers came and went, working for two to five 
years and then changing to other professions, returning to the 
university, or entering marriage and child-rearing. 

This turnover was a severe problem, taxing the ability of 
schools to recruit and prepare teachers for their work. The 
pension plans in education and elsewhere were designed a> 
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reward those who slaved, though most teachers left the profes- 
sion before reaching retirement age. 

In a 1989 .survey titled Characteristics of Stands. Motvrs. and 
Uwivrs. the National Center for Education Statistics found that 
during a ope-ycar perkxl ( 198^-88 to 1988-89). the attrition rate 
from teaching was only 5.6 percent nationally, dow n from 21 P 
percent in 1900. Interestingly, the primary reason for leaving in 
1989 was "home-making" and- or "child-rearing." Many of these 
teachers indicated that they planned to return to the classrcx>m 
as soon as their children were older, whereas those leaving for 
other nonteaehing occupations were less likely to plan to 
return to teaching. 



™~ — — — — — — — — — yj lus fa c retirement svstems. with their rcquire- 

ii The regulations governing nicnt that lcachcrs rcn iain in the profession for a 

retirement appear tO WOrk certain number of years to qualify for benefits, 

so well, In fact, that they may »«" <° ■* J*" * * 

' "golden handcuff, inducing teachers to sta\ in 

pliniSh thOSe WhO Change t | u . samc . school systems for their entire careers, 

employers, States, Or The regulations governing retirement appear to 

99 work so well, in fact, that they may punish those 

plans, ^ ^ c j lan g 0 employers, states, or plans. Considci 

the actual case of Diana Kingston (not her real 
name), who wanted to leave early and was able to work out a 
cash deal, but to do so. she had to scrap her pension for cash 
up front (see the sidebar on page l^K 

In brief, to encourage teachers and other school employees to 
stay in the profession, the state-run retirement plans reward 
longevity and punish mobility in four important ways: vesting 
requirements, lack of portability, encumbrance of teachers' 
own contributions, and long service and age requirements. 

Vesting Typically, teachers are required to work for the same school 
district and thus be enrolled in the same state retirement pro- 
gram for a minimum of 10 years to he vested in the system. 
Slates use cliff ivsting. which means that teachers do not 
receive partial credit for time spent previous to the 10-year 
period- This form of vesting also means that "the portion of 
retirement lx>ncfits from the first employer will not take into 
account subsequent salary increases" (McLoone 1989. p. 240). 
For example, a teacher who works six years in one retirement 
system and then moves to another will cam' nothing with him 
or her and cannot use the latter block of time to build on the 
earlier retirement plan. However, teachers are entitled to re- 
cess e the money they put into the system. 

Once vested, teachers may leave the district or even the state 
without losing the benefit, though most states will not pay out 



the vested money until fall retirement age. That is, vested 
teachers are entitled after retirement age to the full amount of 
their contribution, the employer s, and the accumulated interest 
over the 30 or so years. 

Significant penalties could be levied for early retirement, how- 
ever. For example, a teacher who becomes vested after 10 
years is far short of the 20 years or more of service required for 
normal retirement. A state, therefore, might impose on a teacher 
who retires early a penalty of 2 to 6 percent per year for each 
year of service less than the requisite 20. Thus, teachers with 
only 10 years of service could lose from 20 percent to 60 
percent of their vested pension depending on the state's retire- 
ment policies. 

Nonpoitability Another way teachers are rewarded for long service or pun- 
ished for changing careers is the limited mobility of their 
pension plans. If they change employers and are not vested, 
they lose their pension. However, teachers who transfer within 
the state to another teaching job can carry their retirement 
benefits with them. Moreover, if the state has a general cover- 
age retirement system for employees in the public sector as a 
whole, then teachers could transfer their pensions into other 
agencies: state government, prisons, recreation, legislative staff, 
and so forth. 



6* A national teacher 
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Teachers who move out of state and are not 
vested lose everything except their own per- 
sonal contribution to their pension. If they are 
vested, they can collect a pension, but not until 
they reach their full retirement age. In their new 
state, such teachers must start over, giving up all 
their credit toward retirement, though many states 
do allow the transfer of retirement credit if a 
— teacher is willing to "buy into 1 ' the new system. 

A national teacher retirement system, much like the one serv- 
ing the nation's university and college faculty, the Teachers 
Insurance and Annuity Association and the College Retirement 
Equities Fund (TIAA-CREF), would make it possible for teach- 
ers to he as mobile as other faculties, receiving credit for 
teaching in all states. In such a system, states could still impose 
different contribution rates and rules. 

As MeLoone explains, the net effect of vesting and nonportability 
requirements is to reward those who stay in teaching the 
longest and are least mobile: 

From the standpoint of the employer, retirement plans have 
assured a permanent cadre of workers, Retirement plans, at 
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Diana Kingston had worked for the same 
school district as a teacher for 21 years when 
she decided to return to the state university for 
her doctorate and to pursue a new career as a 
researcher and university professor. She did 
not want to resign hut to retire early. 

Diana tried to figure out what she might 
receive in compensation. She knew she could 
withdraw the money she had contributed to 
her retirement account, some $53,000 during 
her 21 years in the district. The districts contri- 
bution of 5 percent, which also totalled about 
$53,000. was not hers, however, since she had 
not served as a teacher long enough (30 years 
was required) and was not yet 60, the official 
retirement ag 4 

Nevertheless, the district was interested in 
retiring its high salaried senior teachers (she 
was earning $46,000 plus fringe benefits) and 
had negotiated with the teachers' union a local 
district retirement incentive plan based on ac- 
cumulated sick days. Of course, the district 
also had another reason for agreeing to buy 
hack sick days: teachers were 4 less likely to call 
in sick if they knew they could benefit from 
the days accrued when they retired. In 21 
years, Diana had accumulated 185 unused sick 
days, which could lx> redeemed for $8H per 
das for up to 200 total days, or S 16.280, 

Thus. Diana decided to "retire" at age -*6, 
with the $53,000 that she had contnbuted to 
the state retirement fund, But she had to forego 



the amount that had t>een contributed by her 
employer. For a minimum monthly payment, 
the district did allow her to continue her medi- 
cal and dental insurance under the district's 
health plan, saving her a substantial sum since 
she was receiving a group rate. 

Her early retirement gave her several op- 
tions: she could change careers, as she was 
studying to do; she could teach in another 
school district instate or out, though she would 
have to start her pension fund all over again: 
or she could "repay" the fund the $53,000 she 
had withdrawn and continue building her re- 
tirement fund as before. 

The state also offered to allow her to leave 
the money in and receive $580 per month 
upon retirement, an amount calculated on the 
basis of the $53,000 in her account, plus some 
actuarial calculation concerning life expectancy 
and when her portion of the fund would run 
out. 

She opted to withdraw the full $53,000. since 
she had heard rumors that the state's retire- 
ment fund was undersupported. Fearful that 
her contribution would be encumbered until 
she reached age 60 (or even 62), she chose to 
protect the money and keep her investment 
liquid. Thus she tcx^k the check for her contri- 
bution plus the sick day pay-back, totalling 
nearly $70,000. and went off to get her doctor- 
ate. 



least in the public sector, have l>een based on the idea of a 
lifetime career with one employer. In the absence of a single 
state-wide plan, crcdii for service elsewhere in the state and 
transfer of credits and funds among plans achieve the same 
result of permitting employee mobility and a larger labor pool 
for a given job. The question of exchanging credits among and 
betw een states and either the federal government or the private 
sector remains unanswered, Mobility of workers is theiefore 
restricted, and the supply of available workers is constricted. 
From the standpoint of an individual the question raised is the 
, , . degree of vesting. ( 1987, pp. 230-40) 
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All hut six states currently require teachers to put a percentage 
of their own salaries into a pension, reinforcing the commit- 
ment teachers make to their ow n futures. On average, teachers 
contribute about 7 percent of their pay to the state's retirement 
fund. A teacher who serves for many years will accumulate a 
substantial sum of money. 

Teachers are hesitant to endanger this money by leaving their 
positions ix'fore vesting, leaving the state, or retiring early 
because, as we have seen, states usually impose a penalty that 
reduces their pension. Furthermore, this money is encumbered 
for the long career; it is not available to teachers without 
penalty, thus limiting their mobility. Note the case of Diana 
Kingston above. 

As we shall discuss in the next chapter, states require any- 
where between and years of service and an age of 60, 
typically, before retirement and benefits begin. Although states 
are experimenting with a variety of years of sen ice, in relation 
to age, the net effect is to keep teachers on the job until they 
reach retirement age. 

As salaries rise, enrollments level otY or decline, and cost 
factors jump, school district officials realize that a large amount 
of money is spent on pay and fringe benefits for a growing 
cohort of teachers earning salaries at the top "step" and "track" 
(that is. maximum years of seniority with highest number of 
graduate credits from inservice training and university study). It 
is not unusual for a teacher to have bachelors and master's 
degrees and graduate credits, plus 20 or more years of 
experience, and to be earning between $<K),00() and S^S.OOO 
for the last 10 or so years of his or her career. 

As we have already seen, the goal of keeping teachers in the 
profession through higher salaries and letter benefits has mainly 
been reached. More and more teachers are staying on tor the 
full 30 or more years, and many of these are approaching 
retirement. The pension regulations, by offering better working 
conditions and a pension system to build greater continuity, 
security, and longevity, have contributed to longer teacher 
sen ice and the higher costs associated w ith longevity. 

Recently, however, a relatively new issue relating to retirement 
has appeared. Instead of worrying about retaining teachers for 
a lifelong career, school boards and superintendents are now 
concerned about getting teachers and administrators to retire a 
little earlier, to make way for new staff and to reduce the cost 
hut den of a large number of senior teachers paid at the highest 
salarv level for several years. School boards and a few states 
(for example, Pennsyh ania ) have concocted ingenious bonus 
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plans (payoffs) to induce teachers to leave early. These bo- 
nuses include flat grants, percentages of salary, awards of 
additional credit years toward retirement, a chance to turn 
unused accumulated sick days in for retirement lucre, and 
other schemes, 

The Pennsylvania law, passed in 1984 by r he General Assem- 
bly, states: 



Early Retirement — It is the intent of the General Assembly. . . 
during this perkxl of reduced student population in the public 
school system and of fiscal restraint to assist scIkxi] districts by 
providing cost-saving opportunities to school districts to fur- 
lough public scIkx'I employees by granting eligible public 
school employees with a one-time option for early retirement. 



Seven other states — -California. Idaho, Iowa, Kansas, Minne- 
sota, Ohio, and Rhode Island — have also offered incentives for 
early retirement that recognize the size and stability (and costs) 
of the growing cohort of older teachers. 

Hence, once concerned about longevity of sen ice, retirement 
policy is now seeking to reduce service a few years through 
voluntary retirement. (Mandatory retirement policies have by 
and large fx'en deemed unconstitutional as "age discrtmina- 
. tion.") This reversal raises some additional ques- 



#6 Once Concerned abOUf tions. What is the nature of early retirement 

longevity Of Service, incentive plans? Do they work in terms of re- 

ducing costs and permitting the replacement of 
retirement policy iS now teachers smcxrthly and effectively? How do teach- 

Seeking tO reduce Service a ers weigh the costs and benefits of early retire- 

few years through voluntary P^'My f <f f 'f 

9 teachers tor early retirement while local school 

retirement. " boards reward such Ix'havior— a classic case of 

the right hand no! knowing what the left is 
doing. Policies at one level of government seem to be working 
against those of another level, with employees caught hap- 
lesslv in the middle. 

This report, then, addresses the following dilemma: on the one 
hand, the need to ensure continuity and longevity tor teachers 
through a decent retirement program, and, on the other hand, 
a growing need to encourage i graying work force to retire a 
few years before the state policies permit, to make room for 
'ulvrs and to help school districts keep costs under control. 
This "puMi-me. pull-you" set of policies calls for careful deci- 
sion-making by teachers themselves and by state and local 
policy-makers. 
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Finally, teachers are part of a public employee retirement sys- 
tem that differs from the retirement structure in the private 
sector. In particular, retirement in industry is seen primarily as a 
kind of forced investment, whereas most publicly sponsored 
retirement plans are seen as an employee welfare benefit Logue 
and Rogalski (1984; see also Kutner 1984) explain the differ- 
ences in terms of "defined<ontribution" versus "defined-ben- 
efir plans, 

In the "defined-contributiorT approach, common in the private 
sector, "the employer contributes a fixed dollar amount, or 
more generally, a specified fraction of an employee's salary to 
the plan," Logue and Rogalski say (p. 3)- The amount of the 
actual benefit depends on the "investment performance of the 
sums invested on the employees behalf (p, 3). Here, the 
employee bears the risk (both dangers and winnings) of the 
plan. On the day when employees retire, they may receive their 
entire pension in one "lump sum," a total cash payout; they 
may receive equal amounts over the yeans, a "life annuity"; or 
they may leave the money in the pension fund or "roll it over" 
into other investment possibilities. When their total amount is 
delivered or used up, the pension ceases. 

At Westinghouse, for example, employees contribute to their 
own retirement through purchase of stock options and other 
investment opportunities; the corporation also contributes a 
percentage for the duration of the employee's career, creating a 
fund that can be invested. The employees can help to deter- 
mine what form of investment is used, whether stocks, bonds, 
or cash (money markets), and set their own financial goal At 
retirement, the Westinghouse employee can determine the form 
and amount of payment, as a handbook explains: 

1. Total Cash Payout: Westinghouse will mail a check for the 
entire lump sum pension to your home within the first two 
weeks of the month in which you retire. If you wish to roll over 
all or part of your cash payment into an IRA. you must make 
arrangements with your own hank or financial institution. 

2. Tmst-to-TrtiSt Transfer to the Westinghouse Savings Program: 
Your entire lump sum, including your contributions to the Plan, 
is transferred directly to your After-Tax Account in the 
Westinghouse Savings Program. The amount transferred will he 
invested in accordance with the mix you indicated on the 
Request for Rollover. 

3. Rollotvr Deposits: You will receive a check from W estinghouse 
for the nontaxable portion (your contribution) of the Lump 
Sum Pension Distribution. Westinghouse will then automati- 
cally transfer the taxable portion to your account. Amounts 
rolled over will he invested in accordance with the mix you 
have indicated. 
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In the public sector, in contrast, pensions are seen more as a 
welfare benefit and are of the "defined-benefir variety. Logue 
and Rogabki explain how this approach works: 

In such plans, the employer promises a specified annual retire- 
ment benefit after retirement. In the most typical form, this is 
some percentage of salary multiplied by the number of years of 
service. If the investment performance of the funds being 
invested on the employee's behalf exceeds expectations, the 
employers future contribution to the pension fund may !>e 
reduced. Similarly, if pension funds assets are inadequate, the 
employer must make up the deficiency. (1984, p. 3) 

In the public sector, the defined-benefit plan also means that 
teachers may receive more total pension payments than their 
own contribution and interest have accrued. Since life expect- 
ancy is rising, and women, who comprise the majority of the 
teacher work force, have traditionally lived longer than men, 
the cost of maintaining the retirement system ma be greater 
than the total amount of money contributed by retire s. 

For example, the average teacher earns in 30 years about 
$900,000, of which 12 percent per year is put away toward 
retirement. The state invests this $108,000 and earns, say, about 
$12,000 on the sum. Hence, the actual amount of the fund for 
that teacher (including her own, the state's, and the investment 
portion) is around $120,000. If the teacher retires 
at an annual pension of $2S,000, the $120,000 
would be used up in S years, but the state 
pension system would have to continue to pay 
that teacher for as long as she lives— maybe 
another 20 or more years. 

In a defined-contribution plan, the retiree is en- 
titled to what the actual contribution is worth, 
plus investment performance. In a defined-ben- 
efit plan, the retiree receives a fixed pension for 
the rest of his or her life. Hie government sees 
these benefits as a kind of self-supporting wel- 
fare fund, whereas businesses tend to treat re- 
tirement funds like stock options, as a perquisite of the job in 
which the company and worker invest money for the hitters 
use after retirement. 

Private pension plans are, therefore, more flexible: employees 
can add tc them, move them, determine what kinds of invest- 
ments should be made with their money (money market, 
stocks, txnidsX and decide how they want to use the money 
after retirement. Public plans are handled by the state, though 
teachers may have representation on the pension's board of 
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directors. Investment policy is not the prerogative of the teacher, 
nor in some states is the distribution of funds after retirement, 
except for decisions about payments to the spouse if the 
teacher dies. A growing number of states now permit their 
retirees to choose from as many as eight different pension 
payout plans. Whereas the amount is discrete and limited in 
the business sector, pension benefits for public employees can 
continue over a lifetime, regardless of how much the employee 
contributed (the amount of the benefit, of course, is calculated 
from the earning level and years of service). 

Private pensions are nearly self-supporting: the amount put in 
plus interest is the amount taken out. Public plans, with Social 
Security as the prime example, often depend on the state's and 
current workers 1 contributions to help defray the cost of paying 
the pensioners. State legislatures, depending on continued in- 
come to cover current expenses, sometimes underfund their 
state pension systems. When money runs low, states can raise 
the retirement age. increase the percentage of the employees' 
contribution, and even restrict withdrawal from the fund by- 
placing restrictions on early retirement. 

As has been the case with the Swial Security system, some 
analysts have expressed concern about the future viability of 
state pension systems (McLoone 198 7 ). Today, on average 
nationally, approximately three workers are contributing for 
each retiree; by 2020, the ratio will be two to one, which will 
require the government to support the system even more than 
today. McL<x>ne states that "the increased portion of economic 
goods claimed by retirees may change the attitude of society 
[voters] toward benefit levels needed by retirees'* (198 7 , p. 
2-46). We are already seeing signs of consternation in some 
states about the continued costs of supporting the system. 

Karly retirement incentives have some troublesome implica- 
tions for superintendents and school boards. For management, 
the risks can he high: they may tx 1 accused of ewrcion, they 
may be charged with age discrimination, teachers may leave in 
droves, costs may get out of hand (see Auriemma and Ccx>per 
1992), and boards may have trouble finding high quality re- 
placements without disrupting or changing school curricula. 
For example, consider the remarkable case of mass retirements 
in the ranks among New York City's school principals (see the 
sidebar on page 23). 

Teachers themselves may perceive the rush to retire them as a 
sign of disrespect, of undervaluing their long service and dedi- 
cation to the profession. Some may even feci the pressure to 
be illegal, a form of discrimination. As Tarter and McCarthy put 
it. "Although early retirement may be a valued option for some 
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teachers, others may believe that they are effectively being 
forced into early retirement with a -gilded shove'" (1989, p. 
119). 
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A poorly conceived and administered retirement plan 
can weaken teacher morale and offend vocal senior 
staff at just the time when their cooperation is re- 
quired. Keith Geiger (1983), president of the National 
Education Association, cautions teachers to he very 
careful when negotiating an early retirement plan, for 
fear of losing benefits or suffering a reduction of as 
much as 5 percent off their pensions for each year 
they retire early. Geiger even questions the legality of 
such programs; a New Jersey law, for example, pro- 
hibits local districts from bargaining a reduction of 
the length of service without state legislative action. 

Union leaders in general are concerned that districts will use 
retirement as a form of "reduction in force," enticing teachers 
to leave when it is not in their Ix-st interest to do so. Be careful. 
Geiger counsels. 

Once the teachers' association engages in the responsibility of 
negotiating an early retirement incentive, the association needs 
to realize that its program could be taking a very dramatic- 
turn — a uirn for the better or a turn for the worse depending 
on how it goes aixnit it and on what it decides. (Geiger 1983. 
p. 10) 

Management must also be aware that a badly conceived incen- 
live plan can land the school district in court on charges of 
unlawful age discrimination, Older teachers may be enticed to 
retire, not shoved, pressed, or singled out for special treatment 
(see Tarter and McCarthy 1989). 

Incentive plans are only legal as a carrot, not as a stick (see 
Mackey and L'hler 1990). When a new plan is offered, anyone 
who is of eligible retirement age or Ixwond must be allowed to 
retire. Fairness for all is the doctrine. 

In other words. school districts must give either even-one in an 
age anil experience category the opportunity to retire or no 
one. No favorites can Ix- played, where a few older teachers 
are pushed out or -punished" for not leav ing, while others arc- 
given special privileges. Retirement cannot legally ix- used to 
differentia to wanted, highly productive older teachers from 
those w ho are redundant or "over the hill " 

In a I'.S. Supreme Conn ruling on this issue, a retirement plan 
is valid if it merely "exists and pays benefits'* and is not a 
scheme, plan, stratagem, or artifice of evasion designed to 
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avoid the intent of age discrimination laws (Mackey and Uhier 
1990, p. 42). 

The Age Discrimination in Employment Act (ADEA) and subse- 
quent legislation state that "it shall be unlawful for any em- 
ployer ... to discriminate against any individual with respect to 
his {or her] compensation, terms, conditions, or privileges of 
employment, because of such an individuals age" (29 U.S.C., 
Sect. 632a). Since the laws are so comprehensive and the 
■ " ■ number of discrimination cases so numerous 

(five are pending in 1992 in New York State 
alone), school districts have been advised by 
their attorneys to avoid reference to "age" for 
eligibility in their retirement incentive plans. In- 
stead, districts have used language such as "years 
of experience," since this term is more neutral 
and less likely to lead to litigation. 



Mass Exodus 



Further amendments to the law prevent forced 
retirement at any age, particularly if school dis- 
tricts attempt to punish older teachers who do 
not retire by reducing their pay or benefits. In effect, all 
retirement incentive plans musj, be voluntary with no negative 
effects on older teachers for not taking the retirement option 
when it is offered. Since laws and court rulings have virtually 
eliminated the mandatory age for teacher retirement, the need 
tor well-conceived and managed retirement incentives is readily 
apparent. 

To avoid practical and legal problems such as these and to 
cushion themselves against the unexpected, local school sys- 
tems have negotiated with their local teachers 1 unions elaborate 
provisions to ensure that all teachers are treated fairly, that 
teachers give sufficient advance notification of retiring so that 
there is plenty of time to hire replacements, and that the laws 
are carefully observed. 

Teachers develop close ties to one another over the duration of 
their professional careers. Therefore, we should not underesti- 
mate the power of group cohesion, both in delaying retirement 
and in deciding to "jump ship" together. A superintendent 
should not be shocked if almost the entire senior staff of a 
school marches into the office and announces that "we came 
together and we're going out together/' 

If a number of teachers decide late in the school year to retire, 
school administrators' quiet summer can quickly be thrown 
into turmoil as they scramble to find high-quality replacements. 
For this reason, school districts often set a limited "window" to 
use the early retirement incentive, and they specify a certain 



ERLC 



3-* 



The Challenge of Teacher Retirement 23 



NEW -YORK CITY LOSSS ONE- FIFTH OF ITS PRINCIPALS THROUGH EARLY RETIREMENT 



An article in We New York Times announced: 
"The number of female and Hispanic princi- 
pals in New York City's public school system 
rose significantly this year, as the city filled 
vacancies created by the departure of more 
than 200 principals (221 to be exact, out of 
1,000 schools in the system! under an early 
retirement plan." The story continued, "The 
retirement plan, intended to save money, had 
raised concerns about the impact on the school 
of an unprecedented loss of seasoned leader- 
ship" (Berger, October 8, 1991, p. 131). 

This news story speaks legions. It alerts us 
to the coming wave of retirements, as our 
school work force ages and approaches a time 
when an early retirement incentive plan can 
effectively wipe out a whole cohort of educa- 
tors. It underlines the importance of the retire- 
ment of 221 of the older professionals, who 
presumably earned top salaries of around 
$75,000. And it also points out New York City's 
opportunity to save money by hiring both fewer 
and less senior replacements; the school sys- 



tem replaced only 211 of the 221 who had 
quit, for a net savings of nearly a million 
dollars). 

These events also raise the specter of the 
possible negative effects of mass resignations 
of teachers and the difficulty of finding qual- 
ity replacements. What would happen if 20 
percent of the teaching staff t<x>k an option to 
retire early? 

This story also underlines the changing na- 
ture of urban schools. The student body in 
the New York City public schools is 81 per- 
cent nonwhite ("minority"), but the staff is still 
predominantly white, Anglo, and male, though 
the ethnic makeup of educators is starting to 
catch up. Whereas 119 white principals re- 
tired, only 70 new white principals were ap- 
pointed, a loss of 49. Among black principals, 
4 7 retired and 52 were appointed, for a gain 
of 5. Women gained 39 positions because 118 
of the 211 newly appointed principals were 
female, compared to only 79 of those leaving. 



Finding Funds 
and 

Replacements 



period of time that must elapse between a teacher's notification 
of intent to retire and the actual retirement date, Hanover, New 
Hampshire, for example, requires 18 months' notice. 

Another potential pitfall for management is that retirement 
plans can be costly, catching school boards and superinten- 
dents off guard, as more teachers than expected take the 
"golden parachute" and drop out of teaching for a second 
career or the retired life. If retirement incentive plans are 
poorly planned and executed, they can waste money, time, and 
effort. They can affect the educational program as well, inter- 
rupting classroom instruction. In some districts, teachers have 
even retired the day of their 55th or 60th birthday, leaving 
unwitting schools and pupils flat-footed in the middle of the 
school year. 

Kven when districts are prepared for teacher retirements, it may 
he difficult to recruit trained, experienced teacher* to replace 
those who are leaving. With increased state and federal man- 
dates, school districts may be hard-pressed, particularly in ur- 
ban areas, to find teachers in subjects such as special educa- 
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tion, compensatory education, bilingual education, physio, math- 
ematics, and some vocational areas such as computer science 
(Hecker 1986). 

Superintendents, school hoards, and principals, then, should 
weigh the adv antages of retiring older staff and bringing in 
younger faculty against the dingers of losing more staff than 
expected. School officials must evaluate (1) the difficulties of 
replacing veterans with skilled newcomers; (2) the availability 
of money in the budget to pay the incentive should an unex- 
pectedly large number of teachers jump on the retirement 
bandwagon; and (3) the discontinuities of having to replace a 
whole cohort of teachers who have provided wisdom, stability, 
and depth to schcx>ls and departments. 

Despite potential problems such as these, most school hoards 
seem willing to consider an early retirement scheme, for sev- 
eral reasons: 

• a declining enrollment that reduces the demand for staff 

• the high costs of maintaining a highly senior teaching staff, 
who are paid at the top of the salary scale 

• the chance to save money by not replacing some retiring 
teachers (attrition) and finding less expensive. less experienced 
staff to replace the others 

• an opportunity to renew the schools by bringing in new. 
freshly trained teachers to replace older teachers w ho may be 
ready to retire 

• an opportunity to take advantage of staff changes to restructure 
schools and programs 

In sum, retirement and replacement — the passing of one gen- 
eration and the induction, socialization of the next— may rank 
as the key human resource problem of the 1990s, This problem 
can be analyzed in various ways. Some may treat it as a purely 
educational or professional concern; others arc interested in 
the economic issues, seeing staff retirement as an area of 
manpower change and development. Or as we shall do. retire- 
ment incentives (their structure and impact) can he treated as a 
critical management and policy problem, a central concern of 
school boards, school superintendents, and personnel direc- 
tors. We know that the personnel function in public schools is 
in for a severe test in this decade as sc!kx>1 txnirds and 
superintendents seek to replace as many as S() percent of their 
senior teaching staff, safely and soundly, for the benefit of the 
district and its children. 

More will be said about the costs and benefits of early retire- 
ment plans in chapter 3. but first it is necessary to understand 
how state pension funds for teachers operate. 
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Teacher Retirement Systems 
in the Fifty States 



An 

Incomplete 
Picture 



eachers and other public employee groups have tx*en very 
effective in increasing benefits and the long-term security of 
public employees. Ninety-eight percent of full-time workers in 
state and local governments had retirement plans in 198". 
according to the U.S. Department of Labor's Bureau of Lalx)r 
Statistics. The assets of public employee retirement funds are 
over $500 billion, (National Education Asswiation 1990, p. 6) 

Despite the growing interest in teacher retirement and the high 
educational and financial stakes involved, we found little read- 
able, accessible, and up-to-date information on the scope and 
operation of teacher retirement plans across the nation. To 
make up for this lack, this chapter provides general information 
about how these teacher retirement systems work, as well as 
specific information about pension funds in all SO states, which 
shoulder the burden of providing for teachers' "golden years." 

What are the characteristics of teacher retirement programs in 
the various states? How do they work, and what benefits do 
they offer? A number of investigations of these plans have been 
made, though none alone gives the whole picture. For ex- 
ample, Paul Zom of the Government Finance Officers Asstxia- 
tion in Washington, D C, compiled a description of retirement 
systems in several states and municipalities, 

Xorn (1990) describes retirement systems for teachers along 
with those for other public employees. For example, he gives a 
complete overview of the state of Kentucky's retirement scheme, 
including the number of working or "active" members, those 
vested in the retirement system, and newcomers who are not 
yet vested. In addition, Zom's report includes the operating 
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costs of che retirement program, the total dollars in the system 
from contributions and interest on investments, the require- 
ments for and benefits of the retirement system, an overv iew of 
the actual investments, and the highlights of Kentucky's laws 
and policies on the subject- 
While Zom's reports on some states are complete and useful, 
only an incomplete picture of retirement plans is given for 
other states. For Minnesota, for example, he describes one 
district's plan, the St. Paul Teachers' Retirement Fund Associa- 
tion, but gives no data regarding the rest of the state. 

Another organization, the National Conference of Public Em- 
ployment Retirement Systems (NCPKRS) (1990), produced an 
excellent handbook on teacher retirement in the United States. 
This monograph, the result of a two-year study, gives the most 
detailed data on all public employees, without addressing 
teacher retirement in all states, Hence, we found it difficult to 
separate the conditions of teacher retirement from those of 
other state, county, and municipal employees. Second, no real 
cross-state analysis was done to discern national trends and 
developments, 

NCPERS's survey yielded data on each state's costs of running 
its retirement system, a specific description of the plan and its 
membership, rates of contribution by members, Ixnefit calcu- 
lations, and the investment plan's yield by year. The NCPERS 
study also presented a plethora of data on the innerworkings 
of each plan, but, again, teachers are not singled out; extract- 
ing that information is difficult to nearly impossible. 



lirement. While these 1 trends and developments are useful, this 
publication does not provide a complete compendium of all 
state retirement plans. 

Designed to overcome the shortcomings of existing published 
sources, our survey examined the nature of teacher retirement 
plans in all M) states. In addition, we sought to present the data 
in a manner that would allow comparisons by category and by 
state, based primarily on the work of the Wisconsin Retirement 
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The National Education Association (NEA), the 
nation's largest teachers' organization, has an ob- 
vious interest in teacher retirement benefits. The 
NEA conducted many surveys on the subject 
between 1969 and 19H5. In Retirement Provisions 
for Public Education Employees: Trends from /969 
to /<W5(1990). the NEA compiled information 
on rates of contribution, cost-of-living adjustments, 
retirement trends, typical and atypical retirement 
qualifications, and a brief history of teache*r re- 
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Ethel Lindstrom was tired and worn out 
after some 31 years of teaching third and fourth 
graders at West End Elementary School. Start- 
ing at age 24, after completing college and a 
stint as an office assistant, she had taught her 
children long and well Now she was ready to 
lay down her chalk and retire. 

She called the union leadership, the .school 
district's Office of Personnel Services, and the 
state department of education's office for infor- 
mation about when she was eligible (perhaps 
this year?), how much her monthly pension 
check would be, and what to do next, 

The information was amazingly simple, Dur- 
ing her years of serv ice, she had contributed 6 
percent monthly from her paycheck toward 
her retirement. The schcx)l district had in turn 
kicked in an additional 8 percent. Thus, 14 
percent of her salary each year went toward 
her retirement. Although the contribution to 
her retirement fund had been 14 percent times 
her salary for each of her 31 years of serv ice, 
her actual retirement benefits could amount to 
more, should she live to a ripe old age. In that 
event, her retirement total would outrun the 
total of her contribution and the district s or 
state's. 

But was she eligible to retire? I'nder her 
state's retirement laws, she certainly was. Ms, 
Lindstrom had worked one year longer than 
the required 30 years of service. She was 
years of age, exactly the age that the state 
required for retirement Tnder the .so-called 
"8S Rule." she had accumulated 31 sears of 
service, plus the age of SS. exceeding the 
requisite "8V total She found out that indeed 
she could retire any time, even midyear, though 
the idea of" leaving the kids "in the lurch"' had 
not occurred to her. 

How much was she to receive tor her retire- 
ment? The amount was based on two {actors 



First, she needed to know what her atvrugi' 
annual salary 1 had been as a teacher for the 
last three years. She had earned $39,000 in 
1989, $40,000 in 1990, and $41,000 in 1991, 
not including benefits. Thus, her average 
salary for these three school years was 
$40,000. Now, she had to calculate the per- 
centage of the average salary that the state 
would use to detennine her yearly pension 
payment. This percentage is calculated by 
multiplying 2 percent times each year of ser- 
vice. Since Ms. Lindstrom had 31 years in the 
system, she would receive 2 percent times 31 
years, or 62 percent of $40,000. Her annual 
pension thus would be $24,800 if she de- 
cided to retire now. The incentive to keep 
working, of course, was that next year she 
would receive 2 percent times 32 years or 64 
percent of the average of her 1990 through 
1992 salaries, perhaps $42,000. I'nder this 
assumption, her pension would grow to 
$26,880 just for teaching another year. 
Hummh? 

She had to think this one over. If she 
waited a year or more, she would receive (1) 
her regular salary. (I) possibly even an in- 
crease, (3> 2 percent per year more toward 
retirement. (4) an even higher average three- 
year salary, and (4) an extra year, now 32. 
Was it worth the money? What should she 
do? She called her friends, three of whom 
came into the system the same year she did. 
Perhaps, they'd all go out together! If she 
retired, she realized, she would also receive 
from the schcx>l district a portion of her health 
insurance benefits under the plan. What 
about the school children? What would she 
do with herself at age Sn? Certainly, she 
could get another job. Doing w hat . . ? 



X 



Research Committee (Testin 1990). We present information on 
several dimensions of the state retirement systems: ratios of the 
number of active memt^ers to retired members, contributions 
by employers and teachers, eligibility requirements, benefit 
formulas and limits, the participation or nonparticipation by 
state in the national Social Security system, and postretirement 
policies and benefits. Data in our survey are current to 1990. 

Readers are advised that, although! these data are to our 
knowledge complete and accurate, they may not remain so for 
long. State retirement systems today represent a moving target, 
as they take steps to preserve their financial stability and alter 
their mix of services. It is therefore best to regard the data 
presented here as a snapshot, a portrait of how these 50 
pension systems kx?ked at the time the data were gathered. 

Teacher retia-ment programs are among the largest in the 
United States. The retirement fund in each state is protected by 
law, guaranteeing employees that their retirement money will 
be there when they need it. However, some states do not fully 
fund their share or contribution to the pension fund; instead, 
they depend on the income from the fund to pay for a portion 
of current retirees' pensions. Thus, to some degree (varying 
from state to state and time to time), the pension fund may 
depend on contributions by current teachers as well as the 
state to remain solvent. 

One indicator of the relative "health" of these programs, then, 
is the ratio tx'tween the number of contributing (active and 
working) teachers and those who are retired and collecting 
their pensions from the state retirement systems. A concern 
with all retirement programs, including the national Social 
Security system, is that the costs of supporting retirees may at 
some time outstrip the ability of the system to support the 
payments, as retirement expenses rise higher than expected 
income and as retirees live longer. 

Table ^ presents a rank ordering of the SO states in terms of 
their ratios of active members to retired members. The first 
column lists the numbers of active members of the funds by 
state. Because many of the retirement systems include not just 
teachers hut other public employees as well, no meaning can 
be deriv ed from a comparison of the actual numbers. 

The second column show s the number of members who have 
retired and are receiving the pension. Only three states report 
over 100,000 retirees: California, leading with 119,3 7 3 teachers 
on pension, followed by Texas with 1 F,88S. and Florida with 
101,791. hut the latter states's retirement system also includes 
employees other than teachers. Altogether in 1990, the states' 
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Rank Order of Active versus Retired Members (Ratio) by State, 1990 



STATF 


NUMBER OF 


NUMBER OF 


RATIO OF 


ACTIVE MEMBERS 


RETIREES 


ACTIVE/RETIREES 


Florida* 


502,773 


101.791 


4.94 


Georgia 


135,526 


27,743 


4.89 


Nebraska 


28,629 


6,384 


4.46 


Nevada* 


47,365 


10,906 


4.34 


Alabama 


101,459 


24,086 


4.21 


Mississippi" 


125,838 


30,026 


4.19 


Arizona* 


119,073 


28,575 


4.17 


South Carolina" 


160,368 


38,649 


4.15 


Utah* 


71,014 


17332 


4.09 


New Hampshire* 


34,759 


8,555 


4.06 


Texas 


470,042 


117.885 


3,99 


New Mexico 


47,851 


12,044 


3,97 


Minnesota 


64,796 


16,550 


3.92 


Vermont 


9,487 


2,547 


3.73 


Arkansas 


42,006 


11,300 


3.72 


New Jersey 


1 14.087 


31,942 


3.57 


North Carolina* 


223,426 


63,814 


3,50 


Michigan 


280,000 


79.917 


3.50 


Virginia 


239,083 


69,034 


3.46 


Wyoming* 


30,347 


8,910 


3.41 


Maryland* 


158,973 


48,755 


326 


Oklahoma 


63,197 


21,903 


3.11 


Colorado* 


103,064 


33.348 


3,09 


Missouri 


55,198 


18,038 


3.06 


South Dakota* 


28,411 


9,404 


3,02 


Tennessee" 


153,882 


51,155 


3.01 


New York 


195,193 


67,077 


2,90 


Connecticut 


40,258 


13,668 


2.95 


Idaho* 


46,106 


16,344 


2,82 


Delaware* 


27,241 


9,704 


2.81 


Kansas* 


93,919 


34,073 


2.76 


Louisiana 


85,965 


20,572 


2.81 


California 


284,813 


119,373 


2.79 


Alaska 


8,527 


3,098 


2.75 


Iowa* 


131,619 


48,103 


2.74 


West Virginia 


49,031 


18,104 


2.71 


Wisconsin* 


202.550 


76,500 


2.65 


North Dakota 


9,783 


3,862 


2.53 


Hawaii' 


48,411 


19,108 


2.53 


Indiana 


65.986 


26,173 


2.52 


Kentucky 


46,278 


18,619 


2.49 


Massachusetts 


63.821 


25,951 


2.46 


Rhode Island* 


26,266 


10,853 


2.42 


Montana 


15,087 


6,330 


2.38 


Ohio 


153,830 


66,453 


2.32 


Oregon* 


119.008 


52 533 


2.28 


Washington 


47,266 


20,951 


2.26 


Illinois 


101,000 


45,718 


2.21 


Pennsylvania 


195.842 


92,924 


2.11 


Maine* 


44,955 


22,071 


2.04 



m Retirement system includes employees other than teachers. 
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retirement systems hud about 1,731,840 retired members on 
pensions, with about 5,471,700 members contributing to the 
hinds. 

The third column, the ratio of active-to-retired members, shows 
the ratio of working members who are contributing toward the 
funding of each retiree. Under some circumstances, this ratio 
may be an indicator of the relative health of a pension system, 
but only to the degree that the state pension fund depends on 
membership contributions to supplement the state's regular 
contributions. We did not intend to assess the viability of the 
state retirement systems, but rather to give some sense of their 
characteristics. 

Obviously, the greater the number of workers and the fewer 
the number of retirees, the greater will be the income and the 
lower the relative outflow of dollars from the system. However 
the size of the pension fund will also depend on the earnings 
of the state's retirement investments, the willingness of the state 
or district to fund their share fully, and the longevity of retirees. 
Some finance experts advise the retirement systems not to tie 
up all their money in investments, because if the 
stock and/or bond markets decline, the retire- 
ment systems could be greatly weakened (see 
Logue and Rogalski 1984). Thus, it might he 
more prudent to keep some of the money in 
more liquid accounts. 

Another reason these ratios are not necessarily a 
reliable indicator of the retirement systems' rela- 
tive financial health is that the pensions they pay 
out are keyed to the annual salaries of the vet- 
eran teachers (with 2S to 35 years of service) at the time of 
their retirement. Senior-level teachers' salaries vary enormously 
across states and betw een districts within a given state, ranging 
from about $24,000 to $72,000. Hence, based solely on these 
data, we cannot say precisely which sVMcs have the financially 
strongest pension systems. 

As the table shows, Florida, with 4.9-1 working members for 
every retired memfx^r, ranks highest Georgia has the next 
highest number of working members behind every retiree, with 
a 4.89-to-l active retired ratio. The weakest system, it appears, 
is Maine's, with some 22,071 members on retirement pension 
and only *4,9S5 working, for a ratio of 2.04. Next is Pennsylva- 
nia, with a ratio of 2.11 U9S.8<*2 retired and 92,92 J 4 on retire- 
ment benefits); Illinois (2.21), Washington (2,20). and Oregon 
(2.28) come next. 

The modal states are Tennessee and South Dakota, with an 
average of about 3>015 mem!>ers working for every member 



Altogether in 1990, the 
states' retirement systems 
had about 1 ,73 1 ,840 retired 
members on pensions, with 
about 5,471,700 members 
contributing to the funds. 99 
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The national 
average is 3.16, 
the ratio of 
5.472 million 
active to 1.732 
million retired 
members. ft 



retired on benefits. The national average is 3.16, the ratio of 
5.472 million active to 1.732 million retired members. 

Table 5 groups the 50 states by high (4.00 to 4.94), medium 
(3.0 to 3 99). and low ra'ios (2.04 to 2.97) as a means of 
portraying how the suites break down along the active-to- 
retired ratio. 

Only 10 states have high ratios; 6 are Southern states, 1 is from 
New England, and the rest are from the West. Sixteen states 
have medium ratios, and almost half the states have low ratios, 
meaning that they have from about 2.04 to 2.97 active mem- 
bers for every retired member in their state pension programs. 
Most of these states are concentrated in the East, West Coast, 
and Midwest. We can expect more states to join the low-ratio 
group as the work force ages and fewer positions are replaced 
during times of recession and cutbacks. If this trend continues, 
even though most pension funds are quite flush at present, 
those with the lowest ratios could face some tough times in 15 
or so years, with more and more teachers collecting pensions 
and fewer and fewer contributing to the systems. The other 
states, which include several in the Sun Belt, are in a stronger 
position. 

Research should seek to discover more precisely how much in 
any given state the active teachers contribute (in aggregate 
dollars), versus the amount the fund pays out, to get some 
sense of the relative viability of the nation's teacher retirement 
programs by state. This analysis would require data on annual 
contributions and annual payouts from each of the 50 state 
systems, data we were unable to obtain. 



High, Medium, and Low Ratios 
(Active-to-Retired), 1 990 

HIGH RATIO (4.00 fo 4.94): (10 States) Florida, Georgia, 
Nebraska, Nevada, Alabama, Mississippi, Arizona, South Carolina. 
Utah, New Hampshire 

MEDIUM RATIO (3.0 to 3.99) (16 States) Wyoming, Texas, New 
Mexico. Minnesota, Vermont, Arkansas, New Jersey, North 
Carolina, Michigan, Virginia, Maryland, Oklahoma, Colorado. 
Missouri, South Dakota, Tennessee 

LOW RATIO (2,04 to 2.97) (24 States) New York. Connecticut, 
Idaho, Delaware, Kansas, Louisiana, California. Alaska, Iowa, West 
Virginia, Wisconsin, North Dakota, Hawaii, Indiana, Kentucky. 
Massachusetts. Rhode Island, Montana, Ohio. Oregon, Washing- 
ton, Illinois, Pennsylvania. Maine 
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Contributions 
to Teacher 
Retirement 
Programs 

Contributions by 
the Teacher 



Contributions by 
the Employer 



Combined 
Contributions 



Who puts money into the retirement systems and how much? 
Table 6 shows the percentages of teachers' annual salaries 
contributed by employees and/or employers to the retirement 
plans of the 50 states. The total percentage contribution is 
presented in column 3, allowing us to compare the percent- 
ages but not the actual dollar amounts. 

As shown in column 1. teachers (employees) contribute widely 
varying percentages to their own retirement. Teachers in Mis- 
souri contribute the highest proportion (10 percent). Other 
high percentages are found in Ohio (9.25 percent) and in 
several states whose teacher contributions vary with seniority; 
veteran teachers can pay 10.5 percent in Oklahoma, 10 percent 
in Massachusetts, 9.86 percent in Kentucky, and 9,2 percent in 
Nfcw Hampshire, for example. The rate is 8 percent in Califor- 
nia, Colorado, Illinois, and Louisiana. 

At the lower end of the scale, with contributions at afxwt 3 
percent, are Delaware, Indiana, and Michigan. Teachers make 
no contribution in seven states (Florida, Hawaii, Nevada, Ten- 
nessee. L'tah, Vermont, and, until recently. New York). 

The average teacher contribution is about 0.5 percent annually. 

Column 2 indicates the level of support by the state and or 
schcx>l district (employer) for their teachers' retirement. We 
see, first, that the employers contribute much higher percent- 
ages than do teachers themselves. At the top of the scale. 
Rhode Island contributes an amount that varies from 13.6 
percent to an amazing 20.3 percent annually. Other states with 
high contributions are Pennsylvania ( 19 68 percent), Maine 
(19. 4" percent). Nevada (19 percent). Louisiana ( P.2 percent), 
and Florida ( P. 15 percent). 

More typical are contributions of 12 to 13 percent in such 
states as in California. Georgia, Arkansas, and Ohio. The low- 
est state contributions are found in Kansas (2.6 to 3.2 percent). 
New Hampshire (3.5 percent). Arizona (1.69 percent, same as 
employees), South Dakota (5 percent). Iowa (5,75 percent), 
and Wyoming (5.08 percent). 

The combined yearly contributions of both employees and 
employers, found in column 3, show great sanation, rlhode 
Island leads the nation in the percentage of salary that teachers 
amass toward their retirement. That state's total contributions 
range from 21.1 to 28.8 percent. Other highs include Massa- 
chusetts (2-4.2-26.2 percent). Pennsylvania (253) percent). Con- 
necticut (25.5 percent), and California (20 percent). In all these 
states, the handsome contribution from the state explains the 
high level of percentages, though the exact amount put away 
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Source and Percentage of Contribution to 
Teachers* Retirement Programs by State, 1990 

CONTRIBUTIONS 



I 



State 

1. Alabama 

2. Alaska 

3. Arizona 

4. Arkansas 

5. California 

6. Colorado 

7. Connecticut 

8. Delaware 

9. Florida 

10. Georgia 

11. Hawaii 

12. Idaho 

13. Illinois 

14. Indiana 

15. Iowa 

16. Kansas 

17. Kentucky 

18. Louisiana 

19. Maine 

20. Maryland 

21. Massachusetts 

22. Michigan 

23. Minnesota 

24. Mississippi 

25. Missouri 

26. Montana 

27. Nebraska 

28. Nevada 

29. New Hampshire 

30. New Jersey 

31. New Mexico 

32. New York 

33. North Carolina 

34. North Dakota 

35. Ohio 

36. Oklahoma 

37. Oregon 

38. Pennsylvania 

39. Rhode Island 

40. South Carolina 

41. Soutn Dakota 

42. Tennessee 

43. Texas 

44. Utah 

45. Vermont 

46. Virginia 

47. Washington 

48. West Virginia 

49. Wisconsin 

50. Wyoming 



Employee % 


tmpioyef % 




5.0 


7,57 


12.57 


8.65 


10.54 


19.19 


4,69 


4,69 


9.38 


6,0 


12.00 


18.00 


8.0 


12.08 


20.0 


8,0 


10.2-12.5 


18.2-20,5 


6.0 


19,5 


25.5 


3,0-5,0 


7,6 


10.6-12.6 


no contribution 


17,15 


17.15 


6.0 


13,63 


19.63 


no contribution 


15.96 


15.96 


5,34 


3,89 


14,23 


8.0 


8.2 


16.2 


3.0 


pay as you go 


3.0+ 


3.73 


5,75 


9,48 


4.0 


2,6-3.2 


6,6-7.2 


8.38-9,86 


10.96-12.44 


19.34-22,30 


8.0 


17.2 


25.2 


6.5 


19,47 


25.97 


5.0 over Soc, Sec. base 


14.0 


19.0 


8/10 


16.2 


24,2-26.2 


3.0-4.3 


11,45 


14.45-15,75 


4.5 


8.14 


12.64 


6.5 


9.75 


16.25 


10.0 


10,0 


20.0 


7.04 


7,46 


14.50 


6.52 


6.58 


13.10 


no contribution 


19,0 


19.0 


4,6/9.2 


3.5 


8.1-12.7 


5.05-9.09 


NA 


NA 


7.6 


7.6 


15.2 


0/3 


varies by tier 


varies 


6 


9,35 


15.35 


6.75 


6,75 


13.50 


9,25 


12.0 


21.25 


5.5-10,5 


7,8 


13.3 18.3 


6.0 


10.2-118 


16.2-17.8 


6,25 


19.68 


25,93 


7.5-8.5 


13.6-20,3 


21.1-28.8 


6.0 


6.95-7.70 


12,95-13,70 


5.0 


5.0 


10,0 


no contribution 


11.05-15.03 


11. 05- 15.03 


6.4 


7.65 


14.05 


no contribution 


11.85 


11.85 


no contribution 


8.15 


8.15 


5.0 


7,51-10.59 


12.51-15.59 


6,99 


11.33 


18.32 


6.0 


60 


12.0 


60 


6.0 


12.0 


5.57 


5.68 


11.25 
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§§ The ratio between the 
"richest" and "poorest" 
percentage contributions is 
nearly 5: 1 . This is the striking 
difference between Rhode 
island's 28 percent and 
Kansas' 6.6 percent. * 



each year toward retirement depends on the salary structure of 
both the state and local school districts, which vary greatly 
1 ■ 1 across the nation (see Taylor 1986). 



The state with the lowest total percentage in 
contributions in 1990 was Kansas, with only 6.6 
to 7.2 percent. Other states on the low end are 
New Hampshire (8,1 percent), Vermont (8.2 per- 
cent), Arizona (9.4 percent), South Dakota (10.0 
percent), and Tennessee (11.05 percent). 



Effect of 
Variations in 
Salaries 



Eligibility 
Requirements 



The nationwide average for these total contribu- 
tions is 15.6 percent. The ratio between the "rich- 
est" and "poorest" percentage contributions is 
nearly 5:1. This is the striking difference between Rhode Island's 
28 percent and Kansas' 6.6 percent. 

The differences across states in the percentages of teachers' 
salaries set aside for their retirement can lx- exacerbated by the 
varying salaries for teachers in those states. For example, the 
mean salary for teachers in Pennsylvania— a relatively high- 
contribution state— was $38,000 in 1990, The total percentage 
of annual salary contributed to the retirement fund in that state 
exceeds 25 percent (6.25 percent by the teacher and 19.8 
percent by the state/district). Thus, the average teacher in that 
state amasses almost $10,000 per year toward his or her retire- 
ment. 

By way of contrast, in Arizona, one of the lower-contributing 
states, the average pay is alxuit $29,000, and the total percent- 
age contributed to the retirement system is only about 9.4 
percent (4.69 percent each by both employee and employer). 
Hence, the average teacher in Arizona receives less than $2,800 
toward retirement per year— less than one-third what the aver- 
age Pennsylvania teacher receives. Over the careers of teach- 
ers, differences such as this will mean that teachers in poorly 
financed retirement states will have a much smaller retirement 
fund to draw on. 

The amount of money stm^ contribute to their teachers' retire- 
ment is not the only difference among the 50 states' pension 
funds. States set their own policies for the retirement of public 
employees, and the rules and regulations they have formulated 
vary considerably across a number of critical dimensions. For 
example, states have different requirements for the age of 
retirement, years of serv ice necessary, vesting, and conditions 
for early retirement (a topic to fx* discussed at length in 
chapter 3). 
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Age of 
Retirement and 
Years of Service 



m The most 
common 
minimum age for 
retirement is 60; 
24 of the 50 
states stipulate 
that age, 99 



As shown in table 7, states usually set a minimum requirement 
for age and years of service before teachers can collect their 
pensions. Service requirements range from a low of only 4 
years in some states to a high of 35 years in others. Age 
requirements likewise vary, from 5$ to 65 years of age. 

The most common minimum age for retirement is 60; 24 of the 
50 states stipulate that age. But in several states, including 
Arizona. Florida. Georgia, Illinois, and Vermont, one must be 
62 to retire, The highest requia*d age — 65 years— is found in 
such states as Idaho, Iowa, Massachusetts, Nebraska, and Wash- 
ington. At the other extreme, New York and Oregon permit 
retirement at 55 under normal circumstances. 

Other states permit a range of ages but relate them to the 
years of serv ice, the so-called "age/service rule/' These states 
combine the number of years of service and age, either as a 
sum of, say, 85 or 90, or as a ratio with age requirements 
dropping as service years increase. 

Arizona, for example, has the most complex and interesting 
retirement requirements for teachers. As shown in table 7, row 
3, a teacher at age 62 can retire after 10 years; at 65, the 
teacher can leave after any number of years of service (though, 
of course, the pension amount is pegged to years of service). 
Or the teacher can retire if the total of both years of service 
and age adds up to 85 or more. For example, a 58-year old 
teacher with 27 years of service can retire with a pension, 
since 58 plus 27 equals 85. 

Idaho, Indiana, Iowa, New Mexico. South Dakota, North Da- 
kota, and Oklahoma all use a variation on the work/ service 
Rile, often in combination with other requirements. Idaho, for 
example, permits retirement at age 65 and a minimum of 5 
years' teaching in the state, a Rule 90 (say, 35 years of service 
and age 55). 

Generally, the longer the teacher works in the state, the lower 
the age level required. Alabama, for example, requires age 60 
and 10 years in the state system, but after 25 years' service the 
teacher can retire at any age. Alaska specifies age 60 with 8 
years' teaching, but after 20 years the retiree can be any age. 
Hence, a 4l year old could retire and someday collect the 
pension if he or she had started teaching in the state at age 21. 

Colorado. tcx>, has a kind of sliding scale using lx>th age and 
service years: 60 years of age with 20 years of service; age 55 
with 30 vears of service; or any age after 35 years of work. 
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Age and Service Requirements for Regular Teacher Retirement, by State, 1990 



OPTION 1 



OPTION 2 



OPTION 3 



Age Service Age Service Age/Service Rule 



1. Alabama 


60 


10 

I o 


\*a t i y 


25 




2. Alaska 


60 


8 


nnv 

v-ji i y 


20 




3, Arizona 


62 


10 
• \j 


AS 

VJ\J 


nnv/ 
sjl ly 


Di tie* 


4 Arkansas 


60 


I u 


vji ly 


an 
ou 




5. California 


60 


5 






6 Colorado 


60 




OU 


^n 

ou 




7. Connecticut 


60 


20 

O 


ui ly 


\5 

OO 




8. Delaware 


60 


15 


vji iy 


ou 




9. Florida 


62 


10 


vji iy 


OO 




10. Georgia 


62 


10 


\j i i y 


30 




1 1 , Hawaii 


62 


10 


55 


30 

OVJ 




12. Idaho 


65 


5 






Dt Ho on 

KUiy VU 


13. Illinois 


62 


5 


60 

VJVJ 


10 

r vj 




14. Indiana 


60 


15 


65 

OO 


10 
( u 


Dt iIa ft5 
KwlW Oo 


15. Iowa 


66 


4 








16. Kansas 


60 


35 


vji iy 


*40 




1 7 Kentuckv 


60 


5 


nnv/ 
vji ly 


97 




18. Louisiana 


66 


20 


55 


nc 

.<lU 




19. Maine 


60 


10 








20. Maryland 


62 


5 


VJI ly 


^n 




21. Massachusetts 


65 


10 






22. Michigan 


60 


10 


55 


30 

OVJ 




23. Minnesota 


Social Security 








24, Mississippi 


56 


25 


nnv/ 

vji i y 


3n 

ou 




25. Missouri 


60 


5 


nnv 


30 

OVJ 




26. Montana 


60 


any 


nnv/ 
VJI Iy 


95 
z:U 




27. Nebraska 


65 


5 


60 

VJVJ 


35 
00 




28. Nevada 


60 


10 


nnv/ 
vji iy 


ou 




29, New Hannpshire 


60 


any 








30 New Jersev 


60 


any 


55 

UU 


95 
^u 




31. New Mexico 


65 


5 


nnv 

mi i y 


Z.O 


Pi iip 75 


32. New York 


55 


20 


62 


10 
1 0 




33. North Carolina 


60 


25 


any 


30 




34 North Dakota 


65 


5 




KUie Ou 


35. Ohio 


any 


30 








36. Oklahoma 


62 


10 






Rule 80 


37. Oregon 


58 


any 


55 


30 




38. Pennsylvania 


60 


30 


any 


35 




39. Rhode Island 


60 


10 


any 


28 




40. South Carolina 


65 


any 


any 


30 




41, South Dakota 


65 


5 






Rule 85 


42. Tennessee 


60 


10 


any 


30 




43, Texas 


60 


20 


55 


30 




44. Utah 


65 


4 


any 


30 




45. Vermont 


62 


10 








46. Virginia 


65 


any 


55 


30 




47. Washington 


65 


5 








48. West Virginia 


65 


30 


any 


35 




49 Wisconsin 


65 


5 


57 


30 




50. Wyoming 


60 


4 
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This flexibility is attractive, since it gives a variation of packages 
to teachers. 

A few states have no minimum age at all, just years of service; 
Alabama, for example, permits retirement atter 25 years ot 
teaching in the state system. In Arkansas, Delaware, Florida, 
Georgia, Louisiana, Maryland, Mississippi, Nevada, New Jersey, 
North Carolina, Ohio, South Carolina, Tennessee, and Utah, 
teachers can retire after 30 years of participation, no matter 
what their ages. Other states reverse the requirements, meaning 
that once a teacher reaches a certain age (in Oa*gon, it is 58). 
he or she can retire regardless of years of service, though, of 
course, the pension is very low if the teacher had worked only 
a few years in the state. 

In summary, most states have some requirement 
of minimum age, usual! , 60, and years of ser- 
vice, between 25 and 30. before people are 
eligible for retirement benefits. (Teachers, of 
course, are free to retire after vesting without 
losing their investment, but they cannot collect 
their money until they fulfill these requirements.) 
Despite these general similarities, states employ 
much variation and creativity, as the following 
examples show: 

• Variable ratios, West Virginia: age 60 with 5 
years in the system; age 55 with 30 years in: or any 
age after 35 years of service. 

• Total ages: A few states have adopted very simple formulas. 
North Dakota and South Dakota, for example, require that 
years of age plus service total 85. 

• Service only: Ohio says to teachers: teach 30 years and retire: 
we don't care how old you are. Start at 21 and retire with 
benefits at 51, period. 

• .4#e only: if you are a teacher who reaches age 60 in New 
Hampshire, you can retire with pension, regardless of years in 
the system. Washington requires 65 years of age and a mini- 
muni of only 5 years of teaching, 

• Age plu< minimum service Vermont requires age 02 with 10 
years of service. New York, perhaps' the simplest, specifies age 
55 with 20 years' service. Stan teaching in New York at 25 and 
retire at 55. tor example, with full pension Ix-nefits (under a 
new ' retirement incentive plan/* teachers can retire at age >2 or 
at 50 with 30 years of sen ice and get "credit" toward retirement 
for the last three years). 

These combinations are interesting, showing real variation and 
imagination. Most states use more than one variable, factoring 
in both age and years of service to obtain an acceptable ratio. 



«§ Most states have some 
requirement of minimum 
age, usually 60, and years 
of service, between 25 and 
30, before people are 
eligible for retirement 
benefits. 99 



Vesting Vesting is an important concept in the process of retirement. It 



guarantees that the participant, after so many years, will re- 
ceive some pension benefits from the system, even if he or she 
does not attain the numlx^r of years of service normally re- 
quired for retirement. For example, if a teacher is vested after 
five years, but then leaves teaching or the state in the sixth 
year, he or she will still be eligible for a modest pension, but 
only at the age specified in table 7 above. If the teacher leaves 
before five years, he or she loses any rights to a pension, 
though her own contribution to the pension plan, based on a 
percentage of her yearly salary, is hers for the taking, 

Workers in the private sector, once required to work for up to 
25 years before their pensions were vested, are now protected 
by federal law guaranteeing them a vested retirement fund 
after 5 years. This protection is afforded by the Employment 
Retirement Income Security Act (ERISA) of 1974, which re- 
quired vesting after 10 years, and the 1986 Tax Reform Act, 
which lowered the maximum years for vesting to 5. 

As shown in table 8, teachers are vested in their states' teacher 
or public employee retirement systems in a wide range of 
years. In 23 states, a teacher is vested after five years. But 
almost an equal number of states, 20, require 10 years of 
teaching in that state to become vested. Minnesota has the 
shortest period, with only three years required before becom- 
ing eligible for vesting; Iowa, Mississippi, Utah, and Wyoming 
require four years. West Virginia requires 20 years, double that 
of the next highest state requirement of 10 years. 

The three examples in the accompanying sidebar illustrate 
how the ccx'ffieient (percentage), years of experience, and 



Years to Vesting for Teachers by State 



THREE YEARS (1 state) : Minnesota 

FOUR YEARS (4 states): Iowa, Mississippi, Utah, Wyoming 




FIVE YEARS (23 states) : Arizona, California, Colorado, Delaware, Idaho, Illinois, 
Kentucky, Maryland, Missouri, Montana, Nebraska, Nevada, New Mexico, North 
Carolina, North Dakota, Ohio, Oregon, South Carolina, South Dakota, Texas, 
Virginia, Washington, Wisconsin 



EIGHT YEARS (1 state); Alaska 



TEN YEARS (20 states): Alabama, Arkansas, Connecticut, Florida. Georgia, Ha- 
waii, Indiana, Kansas, Louisiana, Maine, Massachusetts, Michigan, New Hamp- 
shire, New Jersey, New York, Oklahoma, Pennsylvania, Rhode island, Tennessee, 
Vermont 



TWENTY YEARS (1 state) : West Virginia 



'1 



Years Used to 
Calculate Final 
Salary 
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final average salary interact to produce the pension benefit. 
States differ according to how they utilize all three factors in 
the equation. 

Column 1 of table 9 lists the number of yeans the states use to 
calculate the final average salary-. Two-thirds of the states use 
the last three years" salaries, as we saw with Mr. Abbott in 
Nevada and Ms. Sanderstead in North Dakota. But if we as- 
sume teachers will receive a raise every year, states with 
averages of two years actually benefit teachers more. Only one 
state, Georgia, uses two years to compute the final average 
salaries. 

Four states use the last 4 years (Illinois. Kansas, Mississippi, 
and North Carolina), while 12 others (Arkansas. Delaware, 
Florida, Idaho, Indiana. Kentucky, Minnesota, Missouri. New 
Mexico, Tennessee, Washington, and West Virginia) use 5 
years, the least advantageous to teachers, since the calculation 
includes more years with lower annual pay. The remaining 33 
states figure the final average salary by averaging the last 3 
years' salaries. 



CALCULATING THE TEACHERS' RETIREMENT BENEFITS: EXAMPLES FROM THREE STATES 



Each state has a formula for determining the 
actual amount each retiree will receive. In its 
simplest form, this calculation involves deter- 
mining an av erage salary for the last two. three, 
or four years of teaching, called in the trade 
the final atxmige salary, or FAS" (also called the 
final atvrage compensation or FA(X and mul- 
tiplying that dollar amount by a coefficient, 
sav, 2 percent (.02). for each year of sen ice 
See table c ) tor information on the benefits 
formulas by Mate. 

Take Nevada as an example. A teacher, 
lohn Abbott, has fulfilled state requirements 
for retirement and is trying to figure out how 
much he will receive under his retirement plan. 
Over the last three years, he earned S-m.000. 
S-o.000. and S-*(UKX) a year as a teacher. His 
final average salary or FAS. then, was $ n.000. 
»\ multiplying 2.5 percent (.025) times 30 years 
of service (.025 \ 30 - .""5) times $ n.000 (his 
FAS), he finds thai his pension earnings are 
S33;S() per year iS-o.lXX) x "5 = S33~50). 



Take Georgia as another example. It aver- 
ages salary for the last two years of service* 
not three like Nevada. Gloria Roberts earned 
$31. (XX) and $32,500 during her last two years, 
after 32 years in the state sch<x>l system. The 
average of the two is S3 1^50. The Georgia 
formula states that teachers will earn 2 per- 
cent (.02) times years (32 for this teacher) 
times the final average salary (S31.~5()>. The 
amount of her pension fxmefit payment is 2 
percent x 32 years served times her S3 1~50 
FAS. or $20,320 per year. 

Finally, let's Ux>k at North Dakota. Barb 
Sanderstead served only 25 years in the sys- 
tem, but she was bO. making her eligible 
under the "85 Rule* (00 years of age plus 25 
years of sen ice). Her salary o\er the final 
three years averaged $39,500. I nder the for- 
mula, she multiplied I 2"5 percent ( 012"*5) 
times her 25 years service times the S3 4 *. 500 
FAS and got $123XX>.2> 



9 

ERLC 



b± 



Benefit Formulas for and Limitations on 
Teacher Retirement Payments by State, 1990 





C AC 


BclNtrlT FUKMuLA 


LIMITATIONS 




YRS 






1. Alabama 


3 


2 0125% x vrs x FAS 


I \KJ\ It? 


2. Alaska 


3 


2% x 1st 20 vrs- 2 % x vrs 




3. Arizona 


3 


2% x vrs x FAS 




4. Arkansas 


5 


1 75% x vrs x FAS 




5. California 


3 


2% x vrs x FAS 


I IUI 157 


6, Colorado 


3 


2 5% x 1st 20 vrs + 1 2S% x nrid'l vrs 


/ v? A? rnO 


7. Connecticut 


3 


2% x vrs x FAS 


I IVJI It? 


8, Delaware 


5 


1 67% x vrs x FAS 


7S% FA<> 


9. Florida 


5 


1 6% at 62- 1 68 % at 65 


nono 


10. Georgia 


2 


2% x vrs x FAS 


/in v/oopc 

**W yt?V4l3 


1 1 . Hawaii 


3 


1 25% x vrs x FAS 


I IUI It? 


12. Idaho 


5 


1 67% x vrs x FAS 


I Ivl !\7 


13, Illinois 

' V* Mill ' V i W 


4 


1 67% x 1st 10 vrs to 2 ^% x vrs nvpr 


I iv/i it? 


14. Indiana 


5 


1 1% x vrs X FAS 


r lvjr it? 


15. Iowa 


3 


1 67% x vrs x FAS 

1 .W/ rV A yiw A Iriw 




16 Kansas 


4 


1 4% x vrs x FAS or 1 5% with IS vrs; 


I lUi it? 


17. Kentucky 


5 


2 5% x vrs x FAS 

*» . w 'v a yij a I nv 


I IUI it? 


18. Louisiana 


3 


2 5% x vrs x FAS 


t UU a3 r/AO 


19, Maine 


3 


2 0% x vrs x FAS 

i /o a yip a ( r *v 


I IUI it? 


20. Maryland 


3 


{ 8% x 18 600 FAS} + C 1 5% x oxrosq FAS') 


nono 
I IUI it? 


21. Massachusetts 


3 


2 5% x vrs x FAS fat 65^ 


af)^L PA^ 


22, Michigan 


3 


1 5% x vrs x FAS 


I IUI it? 


23. Minnesota 


5 


i 5% x vrs x FAS 


inn% fa^ 


24. Mississippi 


4 


(1 875% x ' st 30 vrs) + (2% x add'l vrs) 


1 IUI IU 


25. Missouri 


5 


2 1 % x vrs x FAS 


100% FAS 


26. Montana 


3 


1 67% x vrs x FAS 


l iUI It? 


27 Nebraska 


3 


1 65% x vrs x FA^ 

t . wv /oa y i w a r / 


n/~\no 
I IUI it? 


28 Nevada 


3 


2 5% x vrs x FAS 

L. . w /o A yiO a r m 


PA^ 


29. New Hampshire 


3 


1 67% x vrs x FAS - SS offsAt nt 65 


nono 

I IUI It? 


30. New Jersey 


3 


1 67% x vrs x FAS 

i .v/ >v a yio a r / 


nono 
I IUI it? 


31 New Mexico 


5 


2 1 5% x vrs x FAS 


nono 

I IUI lv 


32. New York 


3 


2% x 1st 30 vrs + ] 5% x add'l vrs 


nono 

I IUI It? 


33. North Carolina 


4 


1 63% x vrs x FAS 


nono 
I IUI it? 


34. North Dakota 


3 


1 275% x vrs x FAS 


rv >no 
I IUI it? 


35. Ohio 


3 


12 1% x 1st 30 vrs) + 2 5% x add'l vrs 


Q0% FAS 


36. Oklahoma 


3 


2% x vrs x FAS 


PAS colorv OOHV 


37 Oreaon 


3 


1 67% x vrs x FAS 

l . w / /U A VIP A I i \\J 


nono 

I IUI it? 


38, Pennsylvania 


3 


2% x yrs x FAS 


nono 


39. Rhode island 


3 


(1 .7% x 1st 10 yrs) to 3.0% x yrs over 20 


80% FAS 


40. South Carolina 


3 


1.82% x yrs x FAS 


none 


41, South Dakota 


3 


1 .25% x FAS 


none 


42. Tennessee 


5 


(1 .5% x yrs x FAS) + ,25% x (FAS-SI 6,800) 


75% FAS 


43. Texas 


3 


2% x yrs x FAS 


none 


44. Utah 


3 


(2%xyrsxFAS) + 4QlK 


none 


45. Vermont 


3 


1 .25 % x yrs x FAS 


40 yrs max 


46. Virginia 


3 


1.66% x yrs x (FAS-SI. 200) 


62.5% FAS 


47. Washington 


5 


2% x yrs x FAS 


none 


48. West Virginia 


5 


2% x yrs x FAS 


none 


49. Wisconsin 


3 


1 .6% x yrs x FAS 


65% FAS 


50. Wyoming 


3 


2% x yrs x FAS 


none 
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The benefits formula, provided for each state in column 2. 
allows teachers to calculate their annual retirement pension 
using three factors: the FAS, their years of sen it e. and the 
coefficient. The state specifies the coefficient in terms of a 
certain percent that accumulates for each year s service. When 
this coefficient is multiplied times the number of years serv ed, a 
fraction is arrived at that can then lx a multiplied by the final 
average salary. 

Take the simplest example. A teacher worked 30 years, averag- 
ing $40,000 during the last three years. The state specifies a 
coefficient of 2 percent per year of serv ice. Hence, the calcula- 
tion is done as follows: 30 years x 2 percent (.02) = .60 or 60 
percent. Finally, multiplying this percentage times the last three 
years' average salary yields the teacher's annual retirement 
salary ($-40,000 times .60 - $24,000). 

Most states use this kind of formula but with different percent- 
ages per year of service. The percentages range from 1.25 
percent (.0125) to 2.5 percent (.025). with an average of around 
2.0 percent. A few states have a percentage rate that varies with 
years of service. Alaska, for example, uses 2 percent times the 
first 10 years of service: after that, the amount goes up to 2.5 
percent for the additional years in the retirement system. The 
formula in Illinois ranges from 1.67 percent for trie first 10 years 
to 2.3 percent for the years over 30. 

Limitations As column 3 indicates. 34 states do not set upper limits on the 
amount of the final retirement package. Iowa. Louisiana, Min- 
nesota, and Missouri, in fact, allow retirees to have a pension 
benefit equal to their total average salary during their last years. 
But to reach that level the teacher would have to teach in the 
system for SO to 60 years Other states place some basic per- 
centage ceiling on the amount. For example, Illinois caps the 
benefit at 7 5 percent of the last four years' average salary. 
Massachusetts limits the pension to no more than 80 percent ot 
the average salary for the last three years of teaching. Virginia 
and Wisconsin set upper limits of 62.5 percent and 65 percent 
of the final av erage salary, respectively. Hut such limits are not 
often a burden, since to reach that level one would have to 
teach more than 30 years anyway. 

Summary In sum. teacher retirement systems across the nation present an 
interesting range of differences in the ways retirees' annual 
benefits are calculated. All states base their pension payments 
on a formula with three factors: (Da final average salary (FAS), 
based on the annual salary during the last few years ot a 
teacher's career (2) a coefficient ranging from 1.25 to 2.5 
percent: and (3) the number of years of teaching in the state. 



The Benefits 
Formula 




Using the same formula, 
teachers in the same state 
retirement system can 
receive very different 
retirement benefits 
because of the differences 
in their final average 
salaries. m 



The benefit amount is arrived at by multiplying the coefficient 
times the years times the FAS, 

Most states have no upper limit on retirement !>enefits, though 
a few specify that the retirement payment cannot exceed a 
specified percentage of the teachers average .sal- 
ary for the last few years. Hence, if a teacher 
averages $50,000 the last three years and a state 
sets a limit of 90 percent of the FAS, then no 
teacher, no matter how many years served, could 
cam more than $45,000. 



Participation in 
the U.S. Social 
Security 
System 



Division into Tiers 



The major difference in retirement pay comes 
from the differences in local salary levels. Using 
the same formula, teachers in the .same state re- 
tirement system can receive very different retire- 
ment benefits because of the differences in their 
final average salaries. Some observers have criti- 
cized this method of determining the level of 
benefit. They point to an inequity that results when poor 
districts with more difficult students to teach pay lower salaries 
than wealthy districts (with higher property values), which are 
able to raise more money, pay teachers better, and provide 
Ixtter retirement benefits. Perhaps teachers with more chal- 
lenging children should fx paid Ixnter. or at least in retirement 
they should be given some parity. 

When the national Social Security system was created, other 
levels of government were offered the opportunity to join for 
their employees. Table 10 lists all SO mics and indicates 
w hether their teachers are part of the S<xial Security system. 
Twelve states (Alaska. California, Colorado, Connecticut, Illi- 
nois, Kentucky, Louisiana, Maine, Massachusetts, Missouri, Ne- 
vada, and Ohio) do not enroll their public employees in the 
Social Security system, though five of these states (California, 
Connecticut, Illinois, Kentucky, and Missouri ) do provide this 
service for other public employees but not for teachers. 

Of the 3# states that do participate, most simply offer participa- 
tion and do not consider the value of the Social Security 
ixnefit when determining the state retirement benefit. At least 
one state (Arkansas), however, adjusts the teacher pension 
downward for every dollar the teacher receives from the fed- 
eral program; a few others set caps ("max caps") on the 
amount a teacher can receive from Social Security before their 
state retirement pension is reduced. These "max-cap" states 
include Delaware, South Dakota. Virginia, and Tennessee. 

As shown in column 3 of table 10, 10 states have divided their 
retirement payments into tiers. These tiers are intended to 
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Participation in U.S. Social Security and Presence of Multiple Tiers by State, 1990 



SOCIAL SECURITY 
COVERAGE 



SOCIAL SECURITY 
INTEGRATION" 



MULTIPLE TIERS 



1 . Alabama 


yes 


none 


no 


2. Alaska 


no 


— 


no 


3. Arizona 


yes 


none 


no 


4. Arkansas 


yes 


benefit offset 


yes 


5. California 


no* 


— 


no 


6. Colorado 


no 


— 


no 


7. Connecticut 


no # 


— 


no 


8. Delaware 


yes 


max. cap 


no 


9. Florida 


yes 


none 


no 


10. Georgia 


yes 


none 


no 


1 1 . Hawaii 


yes 


none 


yes 


12, Idaho 


yes 


none 


no 


13. Illinois 


no- 


— 


no 


14. Indiana 


yes 


none 


no 


15. Iowa 


yes 


none 


no 


16. Kansas 


yes 


none 


no 


17. Kentucky 


no* 


— 


no 


18. Louisiana 


no 


— 


yes 


19. Maine 


no 


— 


no 


20. Maryland 


yes 


step up formula 


yes 


21. Massachusetts 


no 


— 


yes 


22. Michigan 


yes 


none 


no 


23. Minnesota 


yes 


none 


no 


24, Mississippi 


yes 


none 


no 


25. Missouri 


no # 


— 


no 


26. Montana 


yes 


none 


no 


27, Nebraska 


yes 


none 


no 


28. Nevada 


no 


— 


no 


29. New Hampshire 


yes 


age 65 offset 


no 


30, New Jersey 


yes 


E E contrib. 


no 


31. New Mexico 


yes 


none 


no 


32, New York 


yes 


none 


yes 


33. North Carolina 


yes 


none 


no 


34. North Dakota 


yes 


none 


no 


35. Ohio 


no 


— 


no 


36. Oklahoma 


yes 


none 


no 


37. Oregon 


yes 


none 


no 


38, Pennsylvania 


yes 


none 


no 


39, Rhode Island 


yes 


none 


no 


40. South Carolina 


yes 


none 


yes 


41. South Dakota 


yes 


PiA offset 


no 


42. Tennessee 


yes 


step up formula 


no 


43. Texas 


yes 


none 


no 


44. Utah 


yes 


none 


no 


45. Vermont 


yes 


none 


yes 


46. Virginia 


yes 


max. cap 


yes 


47, Washington 


yes 


none 


yes 


48. West Virginia 


yes 


none 


no 


49. Wisconsin 


yes 


none 


no 


50. Wyoming 


yes 


none 


no 



Other state employees have Social Security. 

Social Security is part of the design of the pension plan. 
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Benefits after 
Retirement 



Ad Hoc 
Approaches 



reduce the financial burden on the state by transferring a 
greater share of funding to the employee. The tiers in this ease 
refer to when the teachers were hired: the older tiers (teachers 
hired five or more years ago, for example) contribute one 
percentage of salary toward retirement, whereas newer teach- 
ers (hired, say, in the last four years) pay a higher percentage, 
saving the state money and costing the teachers more. In part, 
the delay was a political move, since teachers in the system at 
the time the tiers were instituted were grandfathered/ mothered 
into the former, more favorable percentage of persona! contri- 
bution. The burden was thus transferred to teachers who were 
not yet hired and thus posed no political threat to those 
changing the mix of employee and employer contributions. 

Such plans are a way of getting a retirement cost-saving bill 
intrcxiuced and approved in the state legislature. Representa- 
tives can excuse their current constituency from the cost contri- 
bution while placing the burden on teachers not yet hired. By 
the time they are hired, these neophytes can do little. 

Retirement from teaching is not the end of the process; it is in 
fact the beginning of the rest of the teacher's life. Thus, it is 
important to examine whether teachers continue to get raises 
or increases in benefits after they retire — and how much, how 
often. In some states, increases in pension benefits are linked 
to the success of the pension fund investments during that 
year. Some shitcs also give state-level tax exemptions to pen- 
sioners, thus increasing the value of these benefits. 

The first column of table li shows the postretirement increases 
by state. The big difference among the states listed is influ- 
enced largely by whether increases are automatic or ad hoc 
(occasional), a constant amount or related to changes in the 
cost of liv ing. 

Fourteen states increase Ix j nefits to retirees on a case-by-case, 
year-by-year basis. These ad hoc changes in retirees' pay vary 
greatly since "ad hoc" can mean almost anything. !n New 
Hampshire, if the retirement fund has a g<x>d year, the f>enefits 
go toward the employers (state and district), not toward reduc- 
ing the teachers' contributions. Occasionally, the legislature 
will raise benefits for those alreadv retired. 



Adjustable 
Increases 



A second model might Ix 1 called the adjustable approach, one 
that links retirees' raises to the cost of living, usually using the 
Consumer Price Index (CP1). which is adjusted for the region 
of the country, seasons, and other influences. For example. 2 t 
states specifically gear their increases to the CPL In addition. 
Montana uses a cost-of-living adjustment (or COLA), the amount 
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Teacher Postretirement Benefit Policies by State, 1990 

POSTRETIREMENT BENEFITS AND STATE 

INCREASES (ANNUALLY) TAXES 





Ad hoc 


Exempt 


9 Alaskn 


CPI adj, —4% cap 


No income tax 


3 Ari?ona 


Ad hoc 


Exempt to $2,500 




CPI adj — 3% cap 


Exempt to $6,000 


Onlifornio 


Auto 2% 


Taxable 


6 Colorado 


CPI adj.— 3% cap + ad hoc 


Exempt to $20,000 




CPI adj. — 3% min/5% max 


No income tax 


ft Dplnwarp 


Ad hoc 


Exempt to 3,000 


0 Flnridn 


Auto 3% 


No income tax 




CPI— 1 "2 % cap 


Exempt to $10,000 


1 1 Mnwnii 


Auto 2' '2 % 


Exempt 


19 Irinhn 


CPI — )% min/6% max 


Partial exemption 


13 Illinois 


Auto 3% 


Exempt 


14 Indinnn 


Ad hoc 


Taxable 


1 S Inwn 

1 v> • I w W VJ 


Ad hoc 


Partial exemption 


]A Kansas 


Ad hoc 


Exempt 


1 7 Kpnturkv 


Auto 1% 4- ad hoc 


Exempt 


1 ft I m jisinnn 


rpi ac jj — 3% cap 


Exempt 


1Q Mninp 


CPI adj.— 4% cap 


Taxable 


9H MnrvlnnH 


ppt nd\ —3% cao 


Partial exemption 


9 1 \yin<isnr*Hi is£*tts 


3% CPI adj. to 1st $9,000 


Exempt 


99 Mlrhinnn 


Auto 3% 


Exempt to $7,500 


23. Minnesota 


Investment income 


Taxable 


94 MississiDDi 


CPI adj. to 2 ]l 2 % + ad hoc 


Exempt 


9^v ftyiisc.ru tri 


CPI adj, — 4% cap 


Exempt to $6,000 


9/S Montnnn 


Investment — COLA 


Exenr.pt 


97 NAtvnskn 


Ad hoc 


Taxable 


9ft Npvndn 


Auto 2%; after 10 yrs 3% 


No income tax 


9Q Npw Hnrnnshirp 


Ad hoc 


Exempt 


^0 Npw Je^rspv 


60% of CPI 


Exempt to $7,500 


^ 1 Np\a/ Mf^xipo 


1 2 of CPI— 4% cap 


Taxable 


39 New York 


Ad hoc 


Exempt 


33 North Carolina 


CPI adj.— if surplus allows 


Exempt to $4,000 


34 North Dakota 

±S*~f . i Tl V-/ I'll V_* r\ v> i v»4 


Ad hoc 


Taxable 


3S Ohio 


CPI adj.— 3% cap 


Taxable 


36. Oklahoma 


Ad hoc 


Exempt to $5,500 


37 Oregon 


CPI adj.— 2% cop 


Taxable 


38. Pennsylvania 


Ad hoc 


Exempt 


39. Rhode Island 


Auto 3% 


Exempt 


40. South Carolina 


CPI adj.— 4% cap 


Exempt to $3,000 


41, South Dakota 


Auto 3% 


No income tax 


42. Tennessee 


CPI adj.— 3% cap 


Exempt 


43. Texas 


Ad hoc 


No income tax 


44, Utah 


CPI adj.— 4% cap 


Taxable 


45. Vermont 


CPI adj.— 5% cap 


Taxable 


46. Virginia 


CPI to 3% + ' 2 CPI over 3% 


Exempt to $11,000 


47. Washington 


CPI adj —3% max 


No income tax 


48. West Virginia 


Ad hoc 


Partial exemption 


49. Wisconsin 


investment income 


Varies 


50. Wyoming 


1% CPI cap + ad hoc 


No income tax 
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depending on the rates of return on the state's pension fund 
investments. 

Limits and Caps States often add other stipulations to the Consumer Price Index 

to determine increases, For example, Alaska places a 4 percent 
cap on the retirees' raises should the CPI go above that per- 
centage; Arkansas, Colorado, Louisiana, Maryland, Tennessee, 
and Washington, too, cap the CPI raise, hut at 3 percent. 
Georgia also uses the CPI hut caps it at 1.5 percent. And Idaho 
sets a bottom limit of 1 percent on the CPI increase and a 
ceiling of 3 percent. 

In fact, of the 24 retirement programs that adjust their raises 
according to the Consumer Price Index, all states but one 
(North Carolina) put some lid on the amount the CPI can 
influence the adjustment, Should inflation push the CPI to 8 
percent, for example, the pension fund will not have to match 
that raise except up to the ceiling of between 1 percent and 5 
percent. In this way. states and districts protect themselves 
from enormous increases m the cost of pensions for retired 
teachers and often other public employees. 

New Mexico counts only half the increase in the cost-of-living 
adjustment in the consideration of retiree increases. Other 
states limit the increase based on a portion of die index. 
Whatever the device, states do attempt to give pensioners 
more money either regularly as a flat amount, as investments 
allow, or as determined by the CPI or a portion thereof. 

Flat Yearly Raises A number of states give all retirees a flat percentage raise, 

though the exact amount of the increase depends on the 
teachers' yearly pension payments. Hence, teachers who make 
a bigger pension get a greater increase. The following states 
gmni an annual increase: California, 2 percent raise; Florida, 3 
percent; Hawaii, 2.5 percent; Illinois. 3 percent: Kentucky, 1 
percent; Michigan. 3 percent: Nevada. 2 percent after 10 years: 
Rhode Island. 3 percent; and South Dakota, 3 percent. 

Taxation Policies The second column of table 11 indicates which states grant tax 

relief to teachers living on their pensions. While all teachers 
must pay full federal taxes on their pension payments, nearly 
80 percent of the states exempt retired teachers from having to 
pay any state taxes on their pensions. In Alabama, for ex- 
ample, benefits are exempted. Several states set upper limits 
on what can be exempted. Arizona exempts the first $2,500, 
while in Arkansas the first $0,000 is exempt. Eleven states fully 
tax pensioners' benefits. 

In the past couple of years several states have had to revise 
their policies on tax exemptions in the wake of a U.S. Supreme 
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Investment 
Results 



The Case of 
New York 
State 



Court ruling. In 1989, the Court held that states cannot tax 
federal and state retirees differently, States that taxed federal 
retirees hut exempted state retirees have had to change their 
policies to treat both sets of retirees alike, For example, Oregon 
began to tax state retirees effective January 1, 1992, but a 
lawsuit challenging this action is under way. 

Three states — Minnesota, Montana, and Wisconsin— base their 
benefits on the success of their financial investments. If the 
fund does well, retired teachers can expect a raise, whereas in 
bad years, there may he no increase or even a decrease in 
Ixrnefits. To some extent, we suspect, the states witii ad hex- 
raises also award their increases in postretirement benefits on 
the basis of the viability of the retirement system and its return 
on investments. 

In sum, teachers can improve their lot even while they are 
retired, Most states give some increases, either one geared to 
the increased cost of goods and services, or a flat amount 
regardless of inflation. In addition, most teachers' retirement 
benefits are exempt from state income taxes, though some 
states only exempt up to a certain dollar amount. 

Retirement in New York State is a multibillion dollar enterprise. 
The Empire State s teacher retirement system had a total worth 
in 1991 of $24 billion, which is invested in stocks, bonds, and 
other financial vehicles. Table 12 lists the number of active and 
retired teachers. In 1990, the number of contributing teachers 
exceeded 195.000. 

Why, in this period of declining enrollment, has the number of 
teachers grown in the last three years from 187,933 to 195.193? 
Although a few districts are indeed receiving more pupils, most 
of the growth can be attributed to the demand for more special 
education teachers. 

Lines 2 and 3 of the table show that the number of new retirees 
and the total numt>er of retirees on pensions have also in- 
creased across the state, And the fourth row indicates that the 
average age of retirement among teachers has also risen over 
the three-year period. 

The New York State retirement system, founded in 192 L, works 
on the basis of "advanced funding"; that is, money is contrib- 
uted to the system over teachers' entire careers, Among the 50 
states. New York has one of the lowest retirement age*, though 
it's l>eing raised. To retire, a teacher must be ^5 years old and 
have 10 or more years of service or must have 35 years of 
service at any age. In simple tenns. a teacher generates a 
pension equal to 2 percent per year of service, multiplied times 
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CD 


1 . Number of 
active teachers 


187,933 


191,753 


195,193 


< 


2. Number of 
teachers retiring, 
1990 


3,543 


3,719 


3,774 


■ 


3. Number of 
retirees on 
pensions 


67,346 


68,444 


71,221 




4. Average age 
of new 
retirees 


58 yrs, 


59 yrs. 


60 yrs. 




Note: The number of teachers retiring in 1991 was 6.234 (a 98 
percent increase over 1990). 



m The New York State 

retirement system is one of 
the nation's largest, enlisting 
teachers from some of the 
highest and lowest paying 
districts in the nation- 99 



the final average salary- for the last three years. However, 
teachers are not permitted to collect a pension that exceeds 75 
percent of their final three years' average salary. 

If a teacher who is SS years of age opts to retire with fewer 
than 20 years of service, the state reduces the 
— — pension by 5 percent for each year of retiring 
too early. To see how this penalty affected one 
teacher, see the sidebar titled "The Case of Tom 
Mason' 1 on page SO. 



Tom Mason can afford to wait a few more years 
to retire, Other teachers certainly are. As shown 
in figure U the average retirement benefit for 
new retirees in the state of New York increased 
from $16/700 in 1985 to $2^.600 in 1990. Not 
only are teachers' final average salaries higher (they rose through- 
out the 1980s), but teachers like Tom are also holding on to 
their jobs longer. 

In addition, if Tom should become disabled before he retires, 
the New York State retirement system has a liberal disability 
provision so he can retire. As the law reads, if a fund member 
under age SS becomes "permanently physically and/or men- 
tally incapacitated." lie or she may qualify for disability retire- 
ment after 10 vears of service. The disability benefit is calcti- 
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luted for those under age by multiplying the years of service 
times the final average salary times 1,66 percent. The minimum 
pension is approximately one-third the final average salary. 

Teachers, whether on disability or regular retirement, may 
ch(x>se Ix'tween two pension options: (1) Take the maximum 
benefit with the proviso that the benefit "dies" (ends) with the 
member: or (2) receive less of a pension with the guarantee 
that the beneficiary Ix-gins to reo ive the pension at the time ot 
the former teacher's death. 

The New York Slate retirement system is one of the nation's 
largest, enlisting teachers from some of the highest and lowest 
paying districts in the nation. To help reduce the costs of 
maintaining this giant apparatus, the state phased in an em- 
ployee contribution, whereas lx*fore only the employer (the 
district and state) paid. Called tier 1 and 2 for teachers in the 
system before 1986 and tier 3 and I for those joining more 



PENAliiEO BEYOND BELIEF- I H E C A S £ OF TOM MASON 



Tom Mason has worked since 1974 in a 
highly paid school district in a suburb of New 
York City. He started his career as a teacher 
in a private school and once returned there to 
teach. But most of his career, totalling 17 
years, was spent as a contributing menilvr of 
the New York State retirement system. Visit- 
ing the state capital in Albany, Tom was in- 
formed that he was under the 20-year retire- 
ment level and would receive a 15 percent 
reduction in his pension if he left teaching 
early, Here's how he figured the pension: 
• Final Average Salary = $65,000 



♦ PENSION CALCULATION: 

17 Years teaching x 2% x $65,000 » $22,000 
15% Reduction for Early Retirement: 5% 
per year x 3 years * Penalty of $3,315 

• Actual Pension: $22,100 minus $3,315 - 
$18,785 

Tom couldn't belief the "hit" he was tak- 
ing. To earn $65,000 and to retire on only 
$18,785 after 17 years left him incredulous. 
Besides, he had a child in college. He de- 
cided to keep working until he had put in 20 
years and would not be penalized. 



recently, the tier 1 and 2 teachers make no employee contribu- 
tion and receive a higher pension than tier 3 and 4 teachers 
receive. 

Hence, New York, which has the leviathan of retirement sys- 
tems, is hardly immune to the costs of paying out the pension, 
not to mention the future burden of accommodating the thou- 
sands of teachers coming up for retirement as the teacher 
work force grows older and works longer. 

Conclusion As thousands of teachers near the ends of their careers, retire- 
ment is becoming a major concern in America's schools. This 
chapter presented information on several characteristics of 
teacher pension systems in the 50 suites. 

As we have seen, the retirement structure for American teach- 
ers is highly complex and yields large amounts of money for 
the million-plus teachers who have retired. Teachers, their 
unions, and individual states must closely monitor these funds 
to ensure that the nation's teachers will have enough money to 
live the latter years of their lives with dignity. 

The next chapter looks at programs that encourage teachers to 
retire early. Knowing now what we do aix>ut the "regular" 
retirement process, we can examine the tradeoffs teachers 
must make in determining whether to accept a cash incentive 
to retire fxrfore they had intended to under state requirements. 
Regular retirement and early retirement together form the 
process by which one generation of teachers is replaced by 
the next — a critical transition in American education as the 
work force grows older. 
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arly retirement incentive programs have not yet been .stud- 
ied enough for any of the participant* in the debate to draw 
general conclusions concerning . . . the long-range financial 
and non-financial costs and benefits. A need exists for com- 
prehensive research on the financial impact of RIPs on states, 
local school districts, and individuals, as well as the impact ot 
such incentives on the composition of the teaching force and 
the overall quality of the public school program. (Tarter and 
McCarthy 1989, p. 133) 

School superintendents and local boards of education have 
solved one problem and created another. By helping to make 
teaching a more attractive career that offers better pay and 
higher prestige for increasing numbers of teachers, top man- 
agement now faces the problem of how to retire an aging work 
force and replace those people with younger staff. Teacher 
retirement, early retirement incentive plans, and the hiring ot 
new teachers, then, have become major new policy concerns 
of schwl executives as they establish long-term goals, budgets, 
and staffing structures (Freund and Prager 1987, Johnson and 
Gaetino 1982). 

Retirement incentives include cash payouts, retirement benefits 
such as health insurance continuing after employment ends, 
and other perquisites made available to induce older teachers 
to retire before they might otherwise have done so (see Tarter 
and McCarthy, p. 119). The.se inducements to leave teaching, 
fx a sides ix a ing a new policy concern for school administrators, 
are also great opportunities for schcx>l districts to bring in new- 
staff and ideas, change programs by changing staff, and reform 
education systems. 
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Higher salaries 
at the top of the 
salary schedule, 
a longer life 
expectancy, 
better health, 
and longevity on 
the job have all 
combined to 
make the 
salaries of 
senior-level 
teachers an 
expensive part 
of a school 
district's 



budget. 



Hence. school boards and superintendents will devote careful 
attention to the "goings" and "comings" of teachers throughout 
the 1990s and beyond. This report looks at teacher retirement 
as a fortuitous opportunity to engage in professional renewal. 
For the first time in its history, school management confronts a 
stable, mature, and able teaching force — a great blessing — that 
is aging and must be replaced by qualified newcomers — a 
great challenge. 

Teacher unions, superintendents, and schcx)! hoards have rec- 
ognized the importance of the "changing of the guard" in 
education and have devoted time to devising early retirement 
incentive programs (ERIPs). Nevertheless, little empirical re- 
search exists on the topic. In pan. the lack of research is the 
result of the newness of the policies. Tarter and McCarthy 
(1989) point to the Pasadena (California) Unified Schcx>l Dis- 
trict as having "one of the first successful retirement incentive 
programs for public school teachers" (p. 120), which saved the 
district a quarter-million dollars in one year. This program as 
instituted only 18 years ago. 

When reductions in force were necessary in the 19 7 0s because 
of declining pupil enrollment, a typical response was to entice 
older teachers to retire early, rather than to fire or "lay off 
younger ones (see Trainor 1978). Tarter and McCarthy note the 
response of one typical school district, New port, Rhcxle Island; 

The superintendent of schools proposed an incentive program 
as an alternative to teacher lay offs, which had l>ecome neces- 
sary due to declining student enrollment. The program was 
accepted, and the approximate salary savings to the district 
were $19, if 00 per teacher or administrator participating in the 
program between 19 7 3 and 19^8 [the difference between the 
salaries and fringe benefits of leaving teachers and their re- 
placements]. ( 1989. p. 120) 

Several recent changes have made retirement incentives an 
important issue in American education policy. Teachers are 
earning more now and staying in their jobs longer. Salaries of 
$50, (XX) for nine months' work are not uncommon i 'lhe Seic 
York Times. October 3. 1990. p, B-3>. and even $75,000 annual 
pay is within reach in some districts, not including an addi- 
tional one-third of salary for "fringe benefits" (health, dental, 
retirement and disability) and possible summer employment. 
These professionals tend to enter their jobs earlier, say age 23. 
and stay longer, w ith 25 years of service often the norm. 

Higher salaries at the top of the salary schedule, a longer life 
expectancy, better health, and longevity on the job have all 
combined to make the salaries of senior-level teachers an 
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REWARDS 



PEMAUI5S 



EARLY RETIREMENT 



HANOVER 



HAMPSHIRE 



A small district with one high school, one 
middle school, and one elementary .school 
cannot afford any surprises. This is true even 
if the district is situated in a wealthy, highly 
intellectual community. 

Hanover, New Hampshire (and the re- 
gion called Dresden), is the home of 
Dartmouth College's graduate medical, busi- 
ness, and engineering schools. The public 
schcx>l system in Hanover offers sought-after 
teaching jobs with high pay. Finding condi- 
tions like these, staff tend to stay on until 
retirement. Thus, it was not unusual that the 
Hanover-Dresden district sought to negotiate 
an early retirement plan with the Hanover 
Teachers Association. The resulting plan in- 
cludes elaborate, complex precautions to en- 
sure a smooth retirement process. 

The agreement specifies that teachers are 
eligible for early retirement after age 55, the 
minimum age stipulated by the state, and 
after working 15 years in the district. A teacher 
who wishes to retire early must notify the 
schwl hoard at least IK months in advance 
but not more than 30 months prior to retire- 
ment time; the letter of notification "cannot 
be withdrawn after ninety (90) days follow- 
ing submission," 

The bonus paid as an incentive for early 
retirement is also interesting: the school board 
shall 'grant a salary increment equal to 60 
percent of the Track 1. Step 1 lentry level! of 
the teachers' salary' (about 60 percent of 
$26,000 or $15,600) plus one-half percent of 
that base salary for each year ot service in 
the Hanover District beyond fifteen years." 
This bonus is paid during 'the first school 
year Ix'tween notification of retirement and 
the date of retirement/' Then, in the second 
Near after notification, the teacher receives 
another bonus of 40 percent of the district's 
entrv -level salary, plus 0,5 percent of that 
base salary for each year of sen ice. 

Let's calculate how much these bonuses 



would be for a teacher with 26 years of ser- 
vice in the district. The first years bonus is 
SI 5.600 (60 percent of the districts starting 
salary of $26,000) plus $3,380 (0.5 percent of 
the starting salary- 526.000, equals SI 30 multi- 
plied by 26 years in district), for a total of 
S 18,980. This sum is paid on top of the teacher's 
regular salary that penultimate year. Then, in 
the final year hefure retirement, the lx>nus is 
SI 0.400 (40 percent of the first-year or base 
salary of 526,000) plus $3,510 (0.5 percent of 
the base salary of S26.000 equals $130 times 
F years of service) for a total of S 13-910. The 
total payout, then, over the two years is $32,890. 

Now, for the had news. The state of New 
Hampshire imposes a penalty for retiring prior 
to age 62 or before 30 years of service. The 
state tells employees enrolled in its pension 
system that "a reduction of 6% for every year 
you are under age 62 is applied to account for 
the longer life span you will lx> drawing the 
benefit by taking early retirement," Thus, al- 
though the Hano\ er-Drvsden district will award 
to an early retiree more than $30,000 over two 
years, the state of New Hampshire will reduce 
the employee s pension by some $7,500 a year 
liecause of the early retirement. In just five 
years, the amount awarded is wiped out by 
the reduced yearly allowance 

Perhaps a teacher in Hanover could find 
another job as a teacher, earn a staning salary 
of $25,000 somewhere else for five years, and 
with both the pension of $15,000 plus the new 
salary, come out okay. But should the retiree 
live to a ripe old age. this reduction of 6 
percent for each N ear the individual was under 
age 62 when he or she retired could begin to 
hurt. A person who retired at age 55, the point 
of early retirement eligibility in New Hamp- 
shire, and then lived past age 62 would suffer 
a reduction of 42 percent (seven years multi- 
plied times 6 percent) in his or her pension. 
Again, the district gheth and the state taketh 
away. 
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exj>ensive part of a schcx>l district's budget. With .stronger 
unions pressing for faster increases and fewer steps on the 
salary ladder, teachers are reaching the top salary ranks quicker 
and staying there longer. In some districts where contracts 
have only 12 to 15 steps to the top of the salary scale, a teacher 
can reach the top rank in only 15 to 20 years. And while many 
state retirement plans open their pensions to teachers at age 55 
or 60, veteran teachers may forego their eligibility and elect to 
work another decade beyond, drawing top dollar and blocking 
new teachers from entering the profession, 

One of the major purposes of this report is to present a wealth 
of information school district officials can use to formulate 
their own policies on early retirement. For this reason, most of 
this chapter is devoted to a comparative analysis of six school 
districts' early retirement incentive programs. But first it will be 
helpful to survey the conditions states and the federal govern- 
ment have imposed on early retirement. 

Most states have stipulated the requirements for early retire- 
ment by teachers or other state employees who are members 
of the state pension programs. Tabic 13 lists these require- 
ments by state, showing the ages and years of service required 
and the kinds of options allowed. Only three states have no 
requirements for early retirement (Alabama, Rhode Island, and 
West Virginia). 

As is the case for regular (full-term) retirement (see table 7 in 
chapter 2), most states specify the minimum age and years of 
service before a teacher may initiate an early retirement. In 
most cases, it is five years prior to regular retirement, which is 
usually age 60. Hence, age 55 seems to be the most common 
threshold for early retirement, used in 27 states. In California, 
teachers hired before 1970 can opt for early retirement at 55: 
more recently hired staff can initiate early retia-ment at age 50. 

Other states leave the age at 60 years but lower the service 
requirements: Nebraska. Colorado, North Dakota, and South 
Dakota specify 60 years of age but only 5 years' serv ice; and in 
Georgia and Louisiana, it is age 60 and 10 years' service. Utah 
has perhaps the most stringent early retirement rules in the 
nation: its regular retirement age is 65 with four years' serv ice 
or any age with K) years* service. 

Finally, a few states are rather lenient in their early retirement 
regulations. Florida, for example, allows its teachers to retire at 
any age. so long as the teacher has been in the state pension 
system 10 years. Nevada, tcx), has no age requirement and 
requires only five years' service — the most lenient state regula- 
tion of early retirement. Maine, New jersey, and Mississippi 
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Requirements for Early Retirement by State, 
Including Age and Years of Service 
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have no age rule but do have a 25-year service requirement. 
Some states are also allowing teachers to include their early 
retirement incentive as part of their final average salary*. Such 
a regulation could easily increase a retiree's pension by 10 
percent annually. 

In New York State, a concerned teacher wrote to the newspa- 
per of the New York State Teachers' Retirement System, the 
Xeic York Teacher, complaining that "I retired in July 1991, 
after 32 years of teaching. My pension was reduced by over 
$3,000 per year because of a t ] .S. Internal Revenue Service 
Regulation Section 4lr Please explain!" The editor, sympa- 
thetically, explained that this teacher, being under age 55 and 
having retired under the state's new early retirement incentive, 
was limited in the amount of pension she could receive under 
federal axle. Hence, we find that not only state regulations 
but also the federal tax code can punish early retirees. 

The Internal Revenue Code -4 15 (h) limits the benefits a retiree 
who is under age 55 can receive from a pension system. The 
penalty takes the form of a pension cap based on a complex 
formula calculated by actuarial determinants. These IRS re- 
strictions on early retirement have been "on the fxx>ks" since 
the early 1980s, but they seldom applied to teachers, who 
typically worked until or after age 55. 

Code 4 15 (b) became relevant in New York State during spring 
1991 when the state offered an early retirement plan that 
allowed teachers with 30 years of service to retire before the 
required age of 55. Retirees younger than 55 were informed 
that their pensions could be reduced by up to 20 percent 
based on an "actuarial equivalent." The reduction phases itself 
out as the retiree reaches age 55. 

Internal Revenue Code -4 15 (b) addresses the key practices of 
deferred income and so-called "golden parachutes/' In par- 
ticular, the government is concerned that employees will gain 
a tax advantage by putting away money (by deferred income 
or bonuses at retirement) and drawing the money after retire- 
ment when they are in a low er tax bracket. To combat these 
practices, the government requires the state pension funds to 
"cap"' the pensions of employees who retire early. 

An effective, carefully designed retirement incentive plan can 
save a school district money, make for smooth transitions, and 
revive school programs. Conversely, a poorly designed pro- 
gram may misfire, costing large sums of money, failing to get 
teachers to retire, landing the district in court in violation of 
antidiscrimination laws, and even making teacher replacement 
difficult. 
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In June 1991. New York Stale created an in- 
centive program that drastically changed the re* 
tirement picture. Chapter 178 of the New York 
State Law enticed teachers to retire early with a 6 
percent increase and allowed districts to reward 
teachers who retia%i even when they had already 
readied the age of eligibility tor regular aniiv men! 
hut needed an incentive to overcome their hesi- 
tancy alxn.il retiring. 

Hie plan was as simple as it was effective: add 
three years of service to a teacher's or school 
administrator's sen ice and see what happens. Since 
the New York system grants an increase of 2 
percent \w year, the retirement plan gave a 0 
percent <3 years x 2 percent = 6 percent) •'raise" to 
teachers to retire on time or even early. 

All applicants were in active service a* of May 
1, 1991. to the end of that school year, They had 
to waive other retirement bonuses, except accu- 
mulated sick days that could be used for district- 
level retirement Ixumscs. Most districts required a 
decision to be made by July 30 or August IS, 
1991. Some state colleges allowed teachers until 
December 31. 1991, to make their decision about 
early retirement Put simply, the plan targeted 
three distinct groups: 

1. Full -Term Teachers. The plan rewarded staff 
in the school district who were S5 years old or 
older with at least 20 years experience who de- 
cided to retire that year. These teachers received 
three additional years' credit Hence, a teacher age 
V who had worked for 20 years would receive 
the (X- >n of a 00-year-old. 0 percent higher 
lhan c\ ' led, 

1. I t.iy Ketinvs with M) Years. Anyone who 
had 30 vears of service but was under age SS got 
a triple incentive to retire, and many did- Here is 
hov. these incentiv es apply to a person who started 
teaching at age 22 and was eligible to a-tire at age 
S2; first, tiie teacher was eligible to retire at S2 
because of having 30 years of experience: second, 
the- teacher received three years' credit and a 0 
percent increase on her pension: and third, the 
state of New York waived its S percent penalty 
deduction per yeas for those retiring early ( retiring 
before age S> is considered early). This provision 
saved the retiree IS [>erecnt. since retiring at S2 
would cost 3 years times 5 percent, or a IS per 
cent reduction in pension fx/nefits. 

3. Full-Ten}} and .W-Tlus Yean. Another group 
of teachers who were given an incentive to retire 
were those over age SS with 30 or more years 
service; they received credit for three additional 



years" service, at 2 percent per year, or received 
two-thirds or more of their salary. Teachers 
with 37 years in the retirement system, for ex- 
ample, would receive another 3 years, or 40 
years total. At 2 percent per year for 40 years, 
these teachers would lx retiring on 80 percent 
of their final average salaries, exceeding the 75 
percent "cap" or ceiling placed on pensions that 
had been waived under Chapter 178. 

A few examples will illustrate the potential 
of this plan. Let s say a teacher started teaching 
when age 20. just out of college: now he is 08 
vears of age. having been in the retirement 
system 48 years. With this retirement incentive, 
he would receive 2 percent multiplied times 48 
years, or 90 |X.*rcent of the final average salary, 
say SOH.SOO. Add on the 6 |X*rcent incentive 
money, and this lucky individual can earn 102 
percent of his final average salary, or nearly 
$70,000. 

Although cases like this are fairly rare (often, 
these individuals aa' senior-level principals, who 
are also eligible), they do illustrate the effects of 
retirement incentives, more money, no penalty 
for early retirement where eligible, and a waiv- 
ing of the upper limits, called 'caps.' the state 
will allow employees to receive. Also, some 
districts reward teachers for low absences from 
sickness by buying back the accumulated sick 
days, in accordance with kxal teachers' eon- 
tracts. Hence, a lucky teacher coahl earn the 0 
percent increase, the accumulated sick days, 
and an "uncapped" increase (i! over age 00 
with 30 years' sen ice) 

There were two bitches to this Chapter H8 
plan, however First, the state made the incen- 
tive plan voluntary for school districts, and many 
opted not to join. Some oi those that declined 
were offering their own accumulated sick-day 
incentives and did not want to pay twice, ex- 
cept where required. Second, a 30- years ser- 
vice requirement was stipulated for those under 
age SS (the state's official retirement age), put- 
ting it out of the reach of some. We still dim'i 
know exactly how many districts are participat- 
ing in this plan, we do know, howev er, that the 
numlxT of teachers retiring doubled in one year, 
from around 3.000 statewide in 1990 to over 
0.000 in 1991. Had every eligible teacher txvn 
offered the chance to retire on time or early, the 
numfx'rs would likely l>e much higher. How- 
ever, some districts simply elected not to par- 
ticipate. 
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In an effort to better understand the effects of early retirement 
programs and the characteristics that distinguish the effective 
plans from those that fail to accomplish their purpose, we 
conducted case studies of retirement plans in six suburban 
school districts. The case studies were undertaken to help 
answer several related questions: 

What are the qualities of the various retirement iticentive plans, 
as grouped by the level of financial enticement? School districts, 
usually bargaining v, ith the teachers union, may use a wide 
^^^^^^^^^^^^^^^^^^^^^^^ range of cash incentives, with an array of require- 

«i It is expected that teachers, mems and s,ipuli,rtora ' 

OS rational decision-makers, what Us the impact of various teacher early retire- 
„, . ... . . ment incentive plans on the number of retirements 

will leave their profe$s.on at among the Ul ^, pupillaliotu , ?Tht: ,.J tni assump . 

the point Where the dollars tion in the literature on retirement incentive pro- 
Ore good. §§ grams is that the greater the financial incentive, 

, the greater the percentage of eligible teachers 

who will retire. This concept, aptly called the 
"gilded shove" (Freund and Prager 1987, p. 28), treats retire- 
ment as primarily a monetary decision: It is expected that 
teachers, as rational decision-makers, will leave their profes- 
sion at the point where the dollars are gocxi. Hence, the 
argument goes, ERIPs with high incentive payouts will be more 
effective than other, underfinanced ones. We tested this central 
contention by looking at financial plus nonmonetary' influ- 
ences, such as peer pressure (the "cohort effect") and changes 
in the school environment (for example, a new superintendent 
or principal, a new regime or program) that makes greater 
demands on older staff 

W hat are the net gains and losses of various incentitv systems? 
Most research has taken a rather narrow view of the impact of 
retirement incentives, looking mainly at net economic gains or 
losses. In addition, we looked at other issues such as the 
impact of teacher turnover brought alxxit by the retirement 
incentives. We examined in particular the characteristics of the 
younger, less experienced teachers who were hired to replace 
the retirees in these six suburban districts. 

What are the benefits and dangers of particular ERIPs? The 
school lx>ards in these districts implemented a variety of incen- 
tive schemes. We explored their particular problems and 
strengths. 

For the case studies, we selected six suburban sch<x>i districts 
of comparable size and economic status located in the North- 
east. Two districts had, by our definitions, generous ERIPs, 
offering $25,000 to $'45,000 to eligible teachers who retired. 
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Two offeied moderate incentives, from $15,000 to $24,000. And 
the two other districts were conservative in their offerings, 
below $15,000. This range of ERIPs presents a chance to exam- 
ine the relative effects of cash payments on teachers' decisions 
to leave their jobs early. 

As shown in table 14. the districts are reasonably small, ranging 
from Silvercoast (all names are fictitious to preserve confidenti- 
ality) with only 995 students, to Intervale, with 10.000 students. 
855 teachers, and 15 buildings. 

Financially, the sample districts are well above the national 
average of some $4,500 in per pupil expenditures (National 
Center for Education Statistics 1989) but close to the norm for 
suburban New York systems, expending Ixnween $8,500 to 
$10,700 per student using 1989-90 data. Their average teacher 
salaries are high, too, with a range from $44,200 to $51,667 for 
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Demographic Profiles of Six 
School Districts by 
Level of Incentive 








Liberal 

Goldcoast Mountainville 


Moderate 

Silvercoast Maiidaie 


Conservative 

Intervale Rlverpotnt 


CD 


Number of students 
In district 


3758 


3,751 


995 


1,574 


10,000 


6.500 


< 


Number of teachers 
in district 


310 


344 


95 


140 


855 


507 




\ Number of schools 
in district 


6 


7 


3 


3 


15 


8 




Per-pupil 
expenditure 


$9,513 


$8,526 


$10,700 


$9,256 


$9,500 


$8,500 




Average salary 
of the teaching 
staff 


$51,667 


$46,929 


$47,000 


$44,051 


$44,363 


$44,200 




Maximum teacher 
salary 


$54,500 


$56,875 


$49,991 


$53,667 


$54,000 


$55,229 




Average age of 
teaching staff 


43 


40 


50 


45 


48 


48 




Decline in 
enrollment over 
the last 3 years 


316 

(-7.8%) 


414 
(-9,9%) 


250 
(-20.1%) 


100 
(-6,0%) 


1,500 
(-13.0%) 


225 
(-3.5%) 
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Types of 
Incentives 



Flat Cash Payouts 



the 1988-89 school year. Their average maximum pay runs 
from $49,991 to 556,875, compared to a statewide average of 
53 7 .821. These six districts had predictably stable staff, ranging 
from 43 to 50 years in average age. Offering such strong 
salaries, these systems had relative ease in replacing retirees. 

In the sections immediately below, we examine several char- 
acteristics of the six retirement plans, including the types of 
incentives they offered, how much money they paid the teach- 
ers who retired, how long the plans had been in effect, 
qualifications for participation, and how the districts controlled 
the retirement pcx>l. Later on in the chapter we evaluate the 
effects of the plans on the retirement process, including the 
number and percentage of participants and the financial re- 
sults of each plan. Also to come are profiles of the teachers 
who retired and those who were hired to replace them. 

On close examination, we found an interesting variety of 
incentive plans in the six districts. The incentives fit into three 
groups: cash payments, payment of a percentage of the teachers 
final salary, and payment for accumulated sick days. 

Three districts used a "flat payout/ a lump sum — $25,0000 at 
Goldcoast. $22.(KX) at Silvercoast. and $15. (XX) at Intervale - 
available regardless of the rumber of years of service f>eyond 
the minimum needed to qualify. Thus, any eligible teacher 
deciding voluntarily to retire receives a single payment in 
addition to the state's retirement pay. If the teachers choose to 
leave the state and take other teaching jobs, they can receive 
their cash retirement incentives and collect their full state 
retirement benefits, plus receive their salaries as teachers in 
their new districts. 



Percentage of 
Salary Payout 



A second approach, used by one district, is to grant early 
retiring teachers a percentage of their last year's .salary as an 
incentive. Mountainville. one of the districts with a liberal 
incentive, granted teachers 35 percent of their last years' sala- 
ries. 



Accumulated 
Sick Days 



Three districts offered teachers an early retirement incentive 
based on the value of unused sick days as provided in the 
teachers' contract. Malldale (a district with a moderate incen- 
tive) and Riverpoint (with a conservative one) both used 
accumulated sick days as the only incentive. Malldale allowed 
retiring teachers to claim from 60 to 200 days, depending on 
their length of service and the number of sick days they had 
accrued. Riverpoint limited the retiree to a maximum of 35 
sick davs claimed. 
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The calculation of costs for the accumulated sick days depends 
on two variables. First, the schcx>l district and the teachers 
union determine the maximum number of sick days that can 
accumulate toward retirement: Mountainville allowed up to 55 
days; Malldale, from 60 to 200 days, depending upon which 
contract was in effect during a teacher's first year; and Riverpoint, 
35 days maximum. Second, the amount per day is determined 
by dividing the teachers' final year's pay, say $53.7'* 1 
(Mountainville). by the number of sch<x>l days, 181, which 
equals about $297 per day. Then, multiplying the per diem 
dollars times days accumulated gives the approximate sum for 
the three sample districts. Table IS indicates the panic jlar 
formulas used by these districts to calculate the benefits teach- 
ers receive. 

Average PayOUtS The average payouts for 1989 in these six districts are pre- 
by District sented in table 16 (row 1). For the "flat payout'' districts, the 
average is the amount offered: $25,000, $22,000, and $15,000, 
sums that are known in advance, with few surprises for district 
leadership. Mountainville averages about $30,000 for KRIP 
payouts, a combination of 35 percent of the teacher's final 
year's .salary and a payout for accumulated sick days at a 
maximum of $16,800. Malldale'.s accumulated sick day plan 
averaged about $20,000 in 1989. though the amount could run 
as high as $45,000 per retiree if the number of sick days was 
higher. And Riverpoint, which sets a limit on sick days paid 



Cost Structure for Districts with 
Accumulated Sick Days 



1 . Mountainville: 

55 max. days x approximately $29/ = $16,335 



2. Malldale: 60 min. days x $254 = $15,240 
200 max. days x $254 = $50,800 



3. Riverpoint: 35 max. days x $270 = $9,450 



ERIC 
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Characteristics of Early 
Retirement Plans by Level of lnce*Mve 



Liberal Moderate 

Goldcoast M vXjntainviHe Sitvercoast Maiidale 



RIP payout 

a. fkj? payout 

b. Percentage of 
Salary Payout 

a Accumulated 
Sick Days Payout 

d. Total Average 
Payout 

Number of years 
the ERIP has been 
In effect 

Method of 
formulation 



Qualifications 
for the ERIP. 

• Age 

• Years of Service 

• Eligible for NYS 
retirement 

• Other 

Number of 
eligible 
teachers 
(1989) 



$25,000 



lyr 



35% 

(approx. 
$20,000) 

Maximum 
of $16,800 

$30,000 
3yrs 



Negotiated Negotiated 



55 

15 yrs 
Yes 



55 



Full time Full time 
55(17.7%) 22(6.4%) 



$22,000 



Conservative 

interval Riverpoint 



$15,000 



1 yr 



$13,500 to 
$45,000 

$20,000 
14 yrs 



1 1 yrs 



Maximum 
of $11,300 

$10,000 
14 yrs 



Offer from Negotiated Negotiated Negotiated 

Board of 

Ed. 



55 

20 yrs 
Yes 



55 

20 yrs 



None 
15 years 



7 (7.4%) 18(12.9%) 



Yes 



69(8.1%) 



Not avail, 



* First y^ar eligible for NYS retirement 



for, has a maximum of $11.31') and a 1989 average of just 
SI 0.000 per retiree. 

Years in Effect These districts have had their KKlPs for a wide range of years: 
and HOW Plan 1 year (Goldcoast and Silvercoast), 3 years (Mountainville), and 
was initiated 1** years (Malldaie and Rivcrpoint). In most cases, retirement 

incentives programs are an item for collective bargaining be- 
tween teachers and txxirds of education. Only Silvereoast's 
school board unilaterally "gave away'' its pi; n, while some 
other districts wisely bargained the issue and presumably gained 
something for including an FR1P in the contract, 
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Qualifications for 
Participation 



Controls over the 
Retirement Pool 



Evaluation of 
the Plans' 
Effectiveness 



The question of whc teachers qualify for early retirement is 
critical. In most districts, the minimum age at which a teacher 
can use the ERIP is 55, though Intervale has no particular age 
requirement and uses the state's criteria of 20 years' service and 
age 55, The Riverpoint policy is least restrictive, including no 
age stipulations and only 15 years of service prior to eligibility. 
Years of service required before taking an early retirement 
range from 20 years in Silvercoast, Malldale, and Intervale to 15 
years in Goldcoast and Riverpoint. Intervale uses the state 
requirements, which in effect are 20 years' service and 55 years 
of age. 

The numbers of eligible teachers in 1989, as shown in table 16, 
range from a low of 6.4 percent of the staff in Mountainville to 
a high of 17.7 percent in Goldcoast, By adjusting the qualifica- 
tions for participation in their retirement incentive programs, 
districts can control both eligibility and costs. Goldcr-^st, 
Silvercoast, Mountainville, and Intervale controlled the pool of 
possible ERIP participants using specific criteria. For example, 
no teacher in Silvercoast or Malldale with less than 20 years' 
experience could apply for the retirement incentive. By requir- 
ing ERIP candidates to be 55 years or older, school boards can 
determine how r many teachers are eligible by checking person- 
nel records, 

In all, then, the construction of the ERIP is critical to its success, 
both for retirees and for the school systems. The range of 
programs poses several questions for school boards, superin- 
tendents, and unions (teachers), Should the parties use a single 
incentive (fiat payout, percentage of last year pay, or accumu- 
lated sick days payout) or a combination of these incentives? 
What amount of incentive works best? Should the plan be 
available to teachers of any age and experience? And should 
the plan be offered temporarily or over a longer period? These 
and other questions are answered in the next section, in which 
the effectiveness of the six ERIPs is assessed. 

Since people have only recently begun to study and evaluate 
early retirement plans, basic information and analysis are lack- 
ing. Hence, the first step for us was to devise uniform criteria 
for evaluating the effectiveness of the six plans described in the 
previous section. We developed formulas for measuring three 
aspects of the plans: 

1. The level of retirement incentives, called the incentive ratio, 
based on the relationship between the payout and the maxi- 
mum salary* in the district. 

2. The effects of the ERIP, or the retirement quotient, determined 
by dividing the number of teachers actually retiring by the 
numfvr eligible. 



64 



3. The cost-effectitvtwss quotient , defined as the money saved by 
the ERIP divided by the amount of money paid out by the 
retirement plan. Cost -effectiveness coefficients greater than 1.0 
represent districts with cost-effective ERIPs. 

Thus, we developed methods for categorizing ERIPs. the in- 
centive ratio; for determining the yield of each plan, called the 
retirement quotient; and for calculating the amount of money 
saved by replacing the retiring teachers compared to the finan- 
cial cost of the plan, the cost-effectiveness quotient. 

Incentive RatiOS The incentive ratio is the cash payout divided by the top 

salaries paid to teachers. This statistic standardizes the ERIP 
amount in terms of the salary levels in the various districts. For 
example, a district's $18,000 payout maximum sounds low 
until one considers that the top pay in that district is $35,000 



SAVING 



MILLION 0 0 t I 



S A H G 



MAINE 



In Maine the state government was hit 
hard by the recession, and the teachers' re- 
tirement system was in some trouble. In fact, 
the state of Maine announced that it was 
raising its retirement age from 60 to 62 to 
reduce the burden on the pension fund. Also, 
the penalty for retiring before the obligatory 
age of GO and 25 years of serv ice was about 
to fx- raised, from 2.S percent per year reduc- 
tion tor each year that a teacher retired pre- 
maturely to a whopping S percent per year 
reduction. Thus, if a teacher left the job four 
\ ears early, her pension at age 60 (or perhaps 
62) would !x- reduced by 20 percent for the 
rest of tier life. Some reward tor decades oi 
loyal service! 

The School Committee (Board of Educa- 
tion) of Bangor— a Maine town with 3HXKX) 
residents, 4.500 students in public schools, 
and a teacher work force of 350 — saw a unique 
opportunity (o save some money, reduce statl. 
and replace some older teachers. The super- 
intendent, James F. Doughty, approached the 
president of the Bangor Teachers Association 
with a proposal. VC'hy not seek a "side agree- 
ment' to their contract that would allow the 
School Committee to offer a voluntary cash 



incentive to teachers to retire early? Would it 
not fx* in the best interest of the association's 
membership and the School Committee to per- 
mit teachers such an option? 

The union aga-ed. On February 8. 1991. 
the School Committee and the Bangor Teach- 
ers Association signed the agreement, specify- 
ing eligibility and the terms of the bonus and 
perquisites teachers would receive. The re- 
quirements were simple: 25 years' experience 
(that is, 'creditable service") in the Maine State 
Retiannent System, though not all necessarily 
in Bangor. 

Eligible teachers had two options when re- 
tiring early: They could opt either for (Da fiat 
IxMius of SI 2.0(H) (in two annual installments) 
on July 31. 1991. and July 31. 1992: or (2) a 
lump sum of $5,000 plus 5 years' free cover- 
age under the state teachers association health 
plan. Finally, any teacher taking early retire- 
ment, whether under option 1 or II. is "reim- 
bursed for up to 30 days of their unused and 
accumulated sick days at the teachers' per 
diem rate of pay." Even teachers who had 
already announced their intention of retiring 
early were permitted to cash in on this plan, 

How well did it work? Very well, in fact. 
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annually; the incentive ratio in that district is .51, which is fairly 
high. Conversely, a retirement payout of $25,000 may sound 
high until we learn that the district's top pay is $""0,000, 
yielding an incentive ratio of only .36. 

As shown in table 17, the incentive ratios correspond closely to 
the ranking of the districts 1 total ERIP payouts. This is to fx* 
expected in a comparison of districts that pay similar top 
salaries. 

Studies across states and regions might show different rank 
orderings when KRIP payouts and retirement ratios are com- 
pared. For example, ' high" retirement incentives in one pan of 
the country may he relatively "low" in another if teachers' 
highest salaries are much higher; our ratio will account for 
these differences. 



almost too well, according to administrators. 
Twenty teachers ux^k the incentive, all chcx^s- 
ing the $12, (XX) bonus over two years. This 
number was alxxjt double the numtvr of teach- 
ers exacted (since five had already announced 
their plans and six more were supposedly wait- 
ing for next year). Of the 20 retirees, the School 
Committee replaced only l l of the teachers, at 
"Track 5" or lower on the salary scale. 

The dollar* speak for themselves. It cost the 
School Committee S240.0(X). half in 1991 and 
the same in 1992, to pay the retirement incen- 
tive ixwus (20 teachers multiplied by SI 2. (XX) 
or $2*0.000). The accumulated sick days ran 
more than expected, though still a bargain: 
$220.(XX). In all. the ixmus" and sick day buy- 
backs cost alxnit $-460,000 for two years. 

In return, the School Committee eliminated 
20 senior teachers, each earning about $^.000 
with fringe Ixmefits. thus saving alxnit SI.l 
million per year in salaries and benefits. The 
committee replaced these 20 teaching staff with 
1-4 teachers who earned only alxnit $30,000 
($22,000 plus fringe benefits) or $420,000 total 
per year. 

Over a two-year period, the district derived 
a net gain of $900,000. This figure is the differ- 



ence Ixween its savings of $2,2 million on 
salaries of the teachers who retired and its 
expenses of 5 *60,000 on lx>nuses and buy- 
backs plus S8KUXX) on salaries of the replace- 
ment teachers. Of course, the district can an- 
ticipate saving even more in the subsequent 
years after the bonuses are fully paid. 

Timing was everything. Some teachers were 
already leaving. The Mate had raised the stakes 
for teachers by threatening to increase the re- 
tirement age by two years (60 to 62) and pe- 
nalize early leavers by doubling the pension 
reduction from 2.s percent to 5 percent, The 
20 teachers who took the option thus avoided 
these additional penalties. 

Superintendent Doughty reported to his com- 
mittee that the plan had worked well. Twenty 
teachers out. fourteen in. net reduction in staff, 
and less salary per replacement. A memorable 
success. Yet. at the retirement dinner. Doughty 
said gixxibve to good colleagues, men and 
women who. collecihelv. had S00 years of 
teaching among them. 
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fnc^niiv^y rxQiiwo in via Misinvvo 

by Incentive Level 

AVERAGE INCENTIVE 
DISTRICT/TYPE CASH RATIO BY 
PAYOUT BY DISTRICT 
DISTRICT 




CO 


Impact of ERIP on Retirement 
Levels by District 

DISTRICTS NUMBER OF EUGIBLES NUMBER & 
BY LEVEL ELIGIBLES BY TOTAL PERCENT OF 

RETIRING 
TEACHERS 


i 


Ui 




_J 


CD 


liberal; 








CD 


Liberal: 










< 


Goidcoast 


S25.000 


.46 




< 


Goidcoast 


55 


17.0% 


14 


(25%) 




Mountainviite 


$30,000 


.61 






Mountainville 


22 


6.4% 


16 


(73%) 


























Moderate: 










Moderate: 












Siivercoast 


$22,000 


.44 






Silvercoast 


7 


7.4% 


3 


(43%) 




MaBdale 


$20,000 


.38 






Mandate 


18 


12.9% 


18 


(100%) 




Conservative: 










Conservative: 












Intervale 


$15,000 


.27 






Intervale 


16 


8.1% 


16 


(100%) 




Rlverpoint 


$10,000 


.19 






Riverpolnt 


19 


3.7% 


16 


(80%) 



The Retirement Hcnv many eligible teachers retired early? The avowed purpose 
Quotient °f ^ e ERIP, after all, is to entice senior teachers to take an 
early exit. Of the numtx*r of teachers in the six districts who 
qualified on the basis of their age, years of experience in the 
district, and eligibility for the New York State retirement pro- 
gram, hove many and what percent retired? Table 18 sh< * the 
number of eligibles, the percentage of eligibles in tl. total 
teacher population, and, importantly, the number and percent- 
age of the staff who actually took leave of their jobs. 

The range of retirees went from a low of 25 percent ( 14 out 55 
eligible teachers) in Goidcoast (a liberal plan) where 17 per- 
cent of the 310 teachers were able to retire under the ERIP, to 
a high of lOO percent in the moderate Malldale and conserva- 
tive Intervale districts. The Intervale case is worth examining in 
greater detail, since it was a conservative *'RIP that was fully 
subscribed in 1989. Although the $15,000 bonus for retirement 
was among the lowest offered, the district offered the plan for 
a number of years, allowing teachers to count on it and do 
appropriate planning, 

Cost- As shown in table 19, the six districts expended and saved 
Effectiveness differing amounts of money in implementing their retirement 
Quotient P' ans - figures in row 1 are the total salary differences 
Ixrtween retirees and the newly hired staff, projected over 
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financial impact of the Plans on Participating Districts 



Liberal 

Goldcoost Mountainvtiie 

Total salary $833735 $1 ,072,461 

difference: former 
v$. new staff— 3-yr 
projection 

ERiP one-year $350,000 $520,559 
payout 

Amount saved by $483,735 $551,902 
ERIP over 3 years 



Effectiveness 
quotient: amount 
saved/amount 
paid out 

# Lost money 



1.38 



1.06 



Moderate 

Sifvercoast Maftaale 

$173,052 $465,000 



$69,000 $468,592 
$104,052 $-3,592* 
1 51 -.01 



Conservative 

Intervale Riverpoint 
$1,296,000 $903,360 



$240,000 $171,920 
$1,056,000 $731,440 
4.4 4.2 



m Districts with 
conservative 
ERIPs produced 
the most cost- 
effective plans in 
this study, ft 



three years. The second row is the once-paid F^IP bonus — the 
actual retirement incentive. The critical data are in line 3« the 
amount saved over the 3 years, derived by subtracting line 2 
from line ! for each district. 

District* with conservative FRIPs, Intervale and Riv Tpoint. pro- 
duced the most cost-effective plans in this study, with cost- 
effectiveness quotients of of +4.4 and +4.2, respectively, almost 
three times as effective as the next best district (Silvercoast, 
with a moderate ERIP). Recall that the cost-effectiveness quo- 
tient is calculated by dividing the dollars saved by the actual 
payout costs. 

In addition, 100 percent of eligible teachers in Intervale and 80 
percent in Riverpoint accepted the plans. Important, too, is that 
Riverpoint wisely capped the numlx a r of accumulated days of 
sick leave at 35, unlike Malldaie, in which some teachers 
accumulated 200 sick days toward retirement. In all, it appears 
from this rather limited sample that the cost-effectiveness of an 
ERIP and the numlx-r of participants using it are not apparently 
related to the level of the incentive. Paradoxically, districts with 
conservative plans, Intervale and Riverpoint, produced the most 
cost-effective plans, with cost -effectiveness quotients of 4.4 and 
4.2, whereas the liberal and moderate plans performed much 
less well. 
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Profiles of Retiring Teachers by District and Incentive Level 



Liberal Moderate 

Goidcoast Mountalnviile Silvercocst Maiidafe 



Conservative 

interval ftfverpoint 



Staff accepting RIP 
[ Qualifying for 

NYS retirement 
| Average age 
I Average final 

salary 
| Average total 

years teaching 
| Average total 

years In district 
Certification 
K-6 

English 7-12 
Math 702 
Science 702 
See. studies 7-12 
Foreign iang. 
Unified arts 
Special ed. 
Physical ed 
Other 



Second window period 



14(25%) 16(73%) 



3 (43%) 



Total NYS 
Rettrees 



18 (70%) 16 (100%) 16 (80%) 3^58 



14 


16 


3 


18 


16 


16 


a» 


62* 


59 


60 


57 


55 


56 


59 














approx. 


$55 066 


$53741 


$50,228 


$46,000 


$54,000 


$48,791 


$37,821 














approx. 


31 


not avail. 


27 


25 


25 


25 


26 


28 


23 


27 


25 


20 


23 




2 


4 


2 


4 


7 


7 




1 


1 






1 


5 






1 




2 




1 






1 


1 




2 


1 






2 


1 




1 






2 


2 




1 








1 


2 




1 
















1 












2 








5 


4 




7 


5 


2 





Profile of 
Retiring 
Teachers 



It is useful to take a look at the characteristics of those teachers 
electing to retire. What were their ages, experience, areas of 
certification, and other aspects of their background as com- 
pared to the averages of all New York State teachers? As 
shown in table 20, the profiles of these teachers are amazingly 
similar, with a few noteworthy differences. First, their average 
ages by district ranged from SS to 62, compared to the state 
average age at retirement of S9 (see table 20, line 3X 

Goidcoast had the oldest average age of retirees at 62. whereas 
Intervale had the lowest average age at SS. The heart of the 
study can be seen best by comparing the results for these two 
districts. Intervale offered one of the most conservative plans 
(a SIS, 000 Hat payout). The rate of participation among eli- 
gible teachers was 100 percent, compared to a 2S percent rate 
for Goidcoast. which offered a liberal S25,0()0 incentive. In 
addition to a participation rate four times that of Goidcoast, 
Intervale had an average age for participants that was seven 
years younger. This difference in average age was caused in 
pan by Goidcoast s making available a second "window of 
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If teachers can view the 
retirement incentive plan as 
a long-term effort, they can 
depend on it and make 
retirement plans well in 



eligibility" for those older teachers who chose not to partici- 
pate in an earlier plan. 

Perhaps the most important comparison to be made between 
Intervale and Goldcoast is the difference in the cost-effective- 
ness quotient, Intervale was the most successful district finan- 
cially, saving almost 4.5 times the amount it paid in incentives, 
compared to Goldcoast, which saved only 1.38 times the amount 
it paid out in incentives. Intervale has offered the same plan 
for over 10 years. In doing so, it has been consistently able to 
entice large numbers of teachers to retire in their first year of 
eligibility. If teachers can view the retirement incentive plan as 
a long-term effort, they can depend on it and make retirement 
plans well in advance. 

The average final salaries of the retirees by district 
were also similar to one another, ranging from 
Malldale at $46,000 to Goldcoast at $55,066. The 
latter figure is .31 percent higher than the state- 
wide average for retiring teachers at $37,821. 



advance. 



Profile of Nevy 
Teacher/i 
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The average numlx-r of years teachers had spent 
in the profession ranged from 25 in three districts 
§4 to 31 in Goldcoast (because of the second retire- 

ment window). As for the average number of 

years the teachers had spent in their districts, we find the range 
from 28 in Goldcoast. to 23 in Mountainville and Riverpoint, 
and 20 years in Intervale. These high numbers indicate the 
stability of the teachers; most spent almost their entire careers 
in a single district. 

In all, these retirees appear to resemble statewide averages in 
most areas except salary-, with teachers in the sample districts 
IxMng much better paid. All six districts have stable, mature 
staff who are well paid, making the timing of retirement all the 
more important. If these districts instead had higher teacher 
turnover (as indicated by shorter terms of service in the sys- 
tem) and generally younger teachers their retirement incentive 
plans might not have been necessary. In this respect, these 
districts are typical of the nation's schools, which have an 
increasing proportion of senior staff earning high salaries. 

F'iie retirement incentive plan lc\h only half the story, for it 
^liools cannot replace lost teachers with candidates of high 
•quality, continuity and academic progress may be adversely 
affected. Two basic questions must nc asked: Can qualified 
v. achers he Sound to replace staff ,vb> leave? And second, will 
these replacements typically coiisift of teachers who were 
previously laid off or who are b.r.ig nired to work outside 
their primary certification area? 
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In total, the six districts hired 75 teachers to replace those 
retiring. Only 3 out of 75 (all in Goldcoast) were transferred 
from other district positions, and none was hired from "recall" 
lists of teachers previously laid off. Thus, the 72 new teachers 
were hired from outside the districts, bringing new perspec- 
tives into the schools. Further, they were younger, well edu- 
cated, and less costly than their predecessors. 

As shown in table 21, the school districts seemed to fulfill 
many of their goals. For example, as indicated in row 1, four 
out of the six districts did not replace their full complement of 
a'tiring teachers, instead using the ERIP as a means of making 
a slight reduction in force, For example, Goldcoast hired only 
79 percent of the numlxfr of teachers who retired; Mountainville, 
81 percent; Malldale. 78 percent; and Riverpoint, 80 percent. 
On average, the districts had seen 10 percent decreases in 
pupil enrollment, perhaps accounting for the fewer number of 
replacements. 

The data on these newcomers are informativ e, These teachers 
are typically younger (their mean age is about 29) and they are 
predominantly female (61 out of 75). They are less costly to 
the district; their average salary is $30,000, whereas the retiring 
teachers earned an average salary of near $50,000. The major- 
ity had master's degrees (41 out of 75, or 55 percent). And 
most had some prior teaching experience, three to eight years 
on average. They came from other public school districts, 
private schools, universities, and undergraduate schools. 

Eight-five percent of the new staff had previous experience in 
public or private schools. Only 8 percent were recent college 
graduates, and the remaining 7 percent were interdistrict trans- 
fers and teachers entering the field from other professions. 

In sum, at least for these six districts, the replacement of staff 
was accomplished successfully: new teachers with good cre- 
dentials, experience, and certified skills were hired, all at a 
considerable savings to the districts. 

Teacher retirement in general and early retirement incentive 
plans in particular have become a major personnel policy issue 
in American schools. District leaders, unions, and teachers 
alike are working to find ways of replacing older stafi voluntar- 
ily, effectively, and economically. Since national laws and poli- 
cies have virtually eliminated mandatory' retirement for em- 
ployees, schcxi! hoards and superintendents are searching for 
ways of enticing teachers to retire. 

These six districts present a useful picture of the policy process 
from formulation through evaluation. Although these sample 
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schcx)! districts arc middle-class, suburban, and small, they do 
present a limited case study of policies and practices for man 
aging the early retirement process. 

There are several key conditions that either can facilitate a 
smooth, economical transition from older to younger staff or 
can cost the district considerable money and upset the process 
of staff turnover. Policies should incorporate the characteristics 
of effective retirement incentive plans and avoid possible pit- 
falls in the process. The following policy recommendations are 
addressed to school district officials who are considering the 
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development of a retirement incentive plan. Although these 
suggested policies are based on only six cases, they do offer a 
basis for further study and point the way toward the design of 
improved retirement programs. 

1. Determine the type of plan that is best suited to the needs of 
your district. One type of incentive is a fixed sum (ior ex- 
ample, $25,0(X)) that is offered to teachers independent of their 
salaries or years of service, A lump-sum incentive seems to be 
an effective enticement to teachers to retire, while it affords 
the district a manageable and predictable way of calculating 
what its costs will be. Exercise prudence in determining the 
appropriate sum to offer, taking into account local pay, costs, 
and standards of living. Some districts offer a percentage of 
teachers' final salary, which might be enhanced by an addi- 
tional amount erf money for longevity in the district. 

Still others consider the accumulated sick day (ASD) option, 
by which teachers get a cash payout upon retirement for each 
sick day they have earned. This kind of incentive presents the 
most problems and should be closely evaluated. It appears 
that sick days are no longer being used as protec- 
tion against catastrophic illness but instead have 
Income an entitlement perk for employees. 

Payment for ASDs may create an unpredictable, 
unmanageable pool of participants and a costiy 
cash payout, That is, if the district failed to place 
an appropriate maximum on the number of sick 
days that teachers can exchange for cash, it could 
face the possibility of a large number of teachers, 
at any point, retiring and "cashing in' 4 their sick 
Will be. " days at hundreds of dollars per day. Not knowing 

( 1 ) how many days teachers might claim toward 
retirement or (2) how many teachers may choose this incen- 
tive could send a district into financial ruin. To avoid these 
problems, the ASD plan requires certain safeguards: 

• Limit the total number of sick days to he used in the plan. 

• Decrease the cash value of each sick day from the customary 
1 180th of the teachers yearly salary to a more reasonable 
figure. 

• To save money, buy hack only one sick day for every two 
accumulated. 

• Decrease, after the first year of eligibility, the benefit by 20 
percent per year until it phases out completely. 

Additional research is needed on districts that have success- 
fully eliminated ASD plans or instituted safeguards to get these 
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plans under control. Perhaps districts could negotiate the ASD 
out of the contract for existing or future employees or arrange 
to buy hack some of the days each year to cut its long-term, 
accumulated impact. 

2. Xegotiate the conditions of the retirement incentive pkin with 
the union as part nf a bargaining package: don't give it away. 
Early retirement plans can benefit Ixtfh management and the 
teachers unions, which are becoming more aware- of the needs 
of their older members to retire gracefully. In five of the six 
sample districts, the proposed plans were the result of contract 
bargaining, as it should be. If the school hoard offers a retire- 
ment package to the teachers, the district negotiators should 
get something in exchange. 

As the teacher work force ages, these retirement concerns will 
become major negotiation issues. At the least, a retirement 
plan that is bargained httween school board and union will 
allow the district's management the opportunity to forge a plan 
that fits the district's needs and resources. 

3, Offer an appropriate, effective incentive payout '. Offering the 
correct amount is crucial, since the monetary payout plays a 
kev role in the cost-effectiveness of the plan. Interviews with 
teachers and data analyzed in this study indicate that an incen- 
tive ratio equal to 25 to 30 percent of the maximum teacher's 
salary is the lipping point" at which individuals begin to look 
favorably at the district's retirement incentive plan. Finding the 
right balance txnween expense and attractiveness may require 
some experimentation, as you adjust the amount of the bonus. 

To manage a retirement plan effectively, you should first estab- 
lish tfie maximum number of participants a district can afford 
to buy out in any given year. Then determine the period of 
eligibility for retirement (for example, one year, at age SS), 
Watching lx>tlv the pool and the "window of eligibility" to- 
gether should help you to control finances and gear up for 
recruitment over the long haul. 

Offer the retirement plan on a steady, regular basis, thus 
encouraging teachers to retire when they are first eligible 
under the state's retirement scheme. Such predictability jx-rmits 
both teachers and the district to plan for their futures, with full 
knowledge that neither side is going to pull a fast one. reduc- 
ing the gamesmanship in the process. 

Key your district's retirement plan to the state's year of eligibil- 
ity. Important, too, is a requirement that teachers retire only at 
the end of the school year, not midterm. This stipulation 
protects the district, union, and teachers from the public rela- 
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lions embarassment of having 20-year veterans "retire" sud- 
denly in November at age 43 with a check from the board in 
their pocket for $25,000. leaving district and children high and 
dry. 

5. Offer preretirement planning and advice through counseling 
and workshops. Such planning may help prepare everyone for 
retirement, allowing the district to "sell'* the plan to the older 
staff. It s also a good idea to cosponsor such informational 
meetings with the teachers union and/or the state retirement 
office. Such sessions should be held regularly, 
perhaps each semester, to give teachers a chance 
to think about the benefits of retiring, 

6. Create a strategy for hiring replacement teach- 
ers. Ironically, the more successful the retirement 
plan, the mew important the recruitment plan. 
Most districts will save money, snv:e new teachers 
are less expensive than older ones, though goixl, 
strong, middle-range salaries are ideal for attract- 
ing replacements of high quality. Districts should 
also consider the following actions: 

• Hire student teachers already familiar with district policies and 
known to building staff. 

• Hire substitute teachers who are familiar to building leadership 
and who have proven ability. 

• Arrange trips to regional colleges and universities to recruit, 
using those institutions* employment services and job fairs 
where possible. 

7 . Continually change and impnnv your retirement incentitv 
plan, which you may have inherited from your predecessor. 
Often, it seems, superintendents and school boards find prob- 
lems with incentive plans left over from earlier periods. A 
number of techniques can be used to make alterations after a 
program is in effect: 

• Grandfather (or grandmother) the existing teachers, allowing 
them to keep the old retirement plan, while changing the 
conditions of the ERIP for future teachers. This approach 
means that the union can bring the new plan to its current 
memlxTship without difficulty, letting the not-yet-hired staff 
absorb the cuts 

• Reduce the problem gradually. For example, you might reduce 
the bonus for accumulated sick days, so that the costs at the 
bargaining table are minimized. 

• In exchange for ei nating an unacceptable accumulated sick 
day program, raise s.^.uly the tint payout amount. 
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District officials who have the patience and foresight to develop 
strategies for modifying costly, unpredictable ERIP provisions 
are likely to have plans that are successful over a number of 
years. 

In all, then, teacher retirement and replacement offer an oppor- 
tunity' for creative management, School district leaders can 
provide a stable, effective means for encouraging senior teach- 
ers to retire — replacing them with high-quality, new staff, while 
avoiding the pitfalls of unexpected costs and pcx^r personnel 
policies. Well-managed districts can experience renewal and 
revitalization, improving personnel practices and financial sound- 
ness at the same time. 

As we proceed through the 1990s, we will witness the contin- 
ued aging of the work force in our nation's schools. We will 
also see rising costs, as more teachers approach their districts' 
maximum salaries. Retirement incentive plans can play a signifi- 
cant role in cutting the costs of education and reducing the 
number of staff without forcing districts to resort to layoffs. 
Thus, rather than laying off younger teachers because of budget 
cuts, districts may be able to hire more of them by means of a 
well-oiled retirement program. 

Retirement plans in this decade may present to district manage- 
ment a challenge similar to the extended maternity leave poli- 
cies implemented during the 1970s and 1980s. When many 
teachers in their 20s and 30s were becoming parents, school 
boards struggled with policies that gave teachers the time off 
they needed for their role as parents and that also protected the 
schools and their pupils. Now, parents of the 1970s are becom- 
ing the grandparents of the 1990s and retirement is the issue at 
hand. 

In summation, the advantages of gcxxi incentive plans are clear: 
smooth transitions from one teacher generation to the next, 
financial savings, revitalization, new ideas, and improved edu- 
cation, if the profession is to modernize, this -Move from gen- 
eration to generation is crucial — and sehcx>l mana^ rs must 
take the lead. A good retirement incentive plan, coupled with 
aggressive, effective recruitment, should guarantee the renewal 
of our nation's schools into the 21st century. 

The final chapter summarizes our findings and recommends 
steps school systems, states, and the nation can take to improve 
both the conditions of retired teachers and the process of both 
regular (full-term) and early retirement. 



Recommendations for 
Improving Teacher 
Retirement 



have been a teacher for 29 years — it is not getting any easier, 
either in the classroom or from the political point of view. 
Teachers today are not appreciated and their worth cannot and 
never will he measured on a computer. Teaching is a profes- 
sion at heart. It is a profession of caring, not only for the 
knowledge to he imparted but a caring for the child you see 
every day. Teaching goes beyond dollars and cents. A good 
teacher s worth will never be measured or valued on this earth. 
(An Arizona teacher interviewed by Conlev and Cooper 1991. 
p. 2) 

A major goal of education in the 20th century has been to make 
teaching a profession that would attract teachers for a long and 
meaningful career. Poor pay, meager benefits, low prestige, and 
little power combined for generations to make teaching a job 
that many stayed in temporarily but few embraced for an entire 
career. Turnover rates were high because young women and 
men viewed teaching as a step to other careers, marriage, and 
motherhexxi. As late as 1989, in fact, the primary occupation of 
"public school teachers who left the profession was homemak- 
ing and/or child rearing/ 4 according to the National Center for 
Education Statistics ( 1991 ). 

In the 1990s, the goal of improving teaching conditions in the 
United States has been partially met. Salaries and benefits have 
been greatly improved, often through the militant action of 
unions (Kberts and Stone 1984). Today many teachers have one 
or more master's degrees and even doctorates, and most teach- 
ers continue to engage in staff development and other profes- 
sional coursework, By 1988 the national turnover rate for teach- 
ers had dropped to an all-time low of S.6 percent, down from 
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21 percent just two decades earlier. Indeed, one indication of 
the success of the job enhancement movement in the United 
States is the high number of teachers who have remained in 
the profession all their working lives and who now, for the first 
time, constitute a large cohort of aging workers looking for- 
ward to retirement. 

SchOOl Reform Americans always seem ambivalent about teachers. We alter- 
^ Toflf*h^r nate between Warning them for pupils' failures or even our 
anu leucner inability to beat the Japanese in world markets and praising 
Benefits t j lem as saints who will live forever in the hearts and minds of 
their students (see Cooper and Conley 1991 , pp. 2-5). 

F.ven the recent school reform movement shows signs of both 
attitudes. For example, the so-called first wave of reform, 
starting around 1983 with the now-famous A Nation at Risk 
(National Commission on Excellence in Education 19831 tended 
to point the finger at teachers. Many states instituted policies 
that raised standards not only by testing pupils but also by- 
insisting that teachers received a thorough checkup to see if 
they were intellectually fit. Forty states actually increased their 
training and licensing requirements in an attempt to enhance 
the quality of teaching, 

The second wave of reform, starting around 1986, "rediscov- 
ered" teachers and made them a centerpiece of subsequent 
innovations. We saw A Nation Prepared (the Carnegie Corpo- 
ration 1986) and the Holmes Group (1986) platform, which 
sought to improve teacher preparation. We heard much alxuit 
restructuring schools: sharing power and bringing authority 
closer to the school site through "site-based management" and 
"shared decision making' 1 (see National Governors' Association 
1986, the California Commission on the leaching Profession 
_ 1985. Kimore and others 1990), Efforts were made 



Although SChOOi reformers to "empower" teachers to become full-fledged 

professionals and critical decision-makers. 

were highly concerned 

abOUt the professional life Of Although school reformers were highly concerned 

about the professional lite of teachers, these policy 
teachers, these policy analysts hardly noticed that the work force was 

analysts hardly noticed thOt aging. The reform agenda largely ignored the 

the work force was aging. * u ' a r Uut f^/f f rins 

. _ - an increasing nunilxT of teachers and admimstta- 

tors, It also failed to foresee the pressure on states 
and localities to cut personnel costs by building incentive 
systems for early retirement. 

Mixed feelings about the teaching profession are also apparent 
in the way society has structured its teacher retirement sys- 
tems. The state-governed pension hinds provide teachers with 
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Challenges for 
the Future 



m Most states punish earty 
retirement at the same time 
many local school districts 
are launching all-out 
campaigns to promote it. " 



a dependable source of income in their old age. Yet to receive 
those benefits, teachers must adhere to a host of regulations 
that are clearly geared to ensuring that they stay in the profes- 
sion and even in the same state for their entire working lives. 
As we saw in chapter 2, teachers and other public employees 
are rewarded for teaching in the same system for 30 years, to 
age 60 or so, and then claiming their pension. If they leave 
earlier, they are penalized financially; their pensions are usually 
reduced by a certain percentage (2 percent or more) for every 
year they retire before age 60 and/or 30 years of working in the 
system. 

We argue that teacher retirement systems in the United States 
face challenges that deserve the attention of all levels of gov- 
ernment, as well as school administrators, teachers, their unions, 
public interest groups, and the school community in general 
The future of the teacher retirement system depends on resolv- 
ing six related issues: 

1. threatened financial viability 

2. lack of consistency between local and state policies 

3. lack of portability of plans 

4. lac k of system flexibility in investment and withdrawal of funds 
for teachers 

5. lack of control by teachers as individuals and as a group 

6. lack of equity among teachers in various districts 

First, we are concerned about the financial viability of the 
pension funds in some states. As more and more teachers retire, 
we worry that the systems will not lx? able to support the 
number retired, that the investment policies of the pension 

programs may fail to return enough interest, and 

that government will try to cut its support. Defi- 
nitely, we need to lcxik at the viability of the 
teacher pension systems across the nation. 



Second, policies governing pensions are not al- 
ways consistent between levels of government. 
Most states punish early retirement at the same 
time many kxal school districts are launching all- 
out campaigns to promote it. Consider the sidebars 
in this chapter featuring the cases of Jan Manville, Bob Simon, 
and Jeff Sands, As these cases demonstrate, retirement has 
Ixvome as complex as training, certification, and finding a job, 
perhaps even more so. Jeffs case was affected by federal tax 
and welfare laws, state plans and regulations, local incentives 
and programs, and his own personal savvy and decision-mak- 
ing. With so many jurisdictions involved, perhaps we should 
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•§ Should teachers receive 
vastly different pensions for 
performing the same kind 
of work in different school 
districts? 99 



take a look at how we can better coordinate the national state, 
and local policies that govern these vital benefit programs. 

Third, most teachers are unable to carry their own personal 
pension plan contributions across state lines. This greatly limits 
their ability to move, change jobs, and take their 
retirement funds and credits with them. 



A National, 
State, and 
Local View 



Fourth, investment programs are much less flex- 
ible than private-sector plans, mainly because busi- 
nesses see retirement efforts as a form of forced 
saving and investment, not as a social welfare 
Ixmefit from the government. Whereas workers in 
"~ the private sector have great flexibility in how 

they invest, the amounts they can invest, and the withdrawal of 
pension funds, the public sector has been extremely rigid and 
bureaucratic about the matter. Perhaps we can learn something 
from Westinghouse. 

Fifth, either as individuals or as a group, teachers seem to lack 
any real control over the policies and programs of their pen- 
sion funds. 

And finally, teachers receive vastly different benefits and pen- 
sion amounts. Teachers in wealthier schcx)l districts tend to 
earn significantly higher salaries, thus accumulating larger sums 
in their pension accounts. And when teachers retire, the level 
of their pension is determined by their average salary over 
their last three or so years of teaching. Should teachers receive 
vastly different pensions for performing the same kind of work 
in different school districts? The equity issue, then, appears in 
the retirement process, as it does in hiring and remunerating 
teachers throughout their careers. 

For all these reasons, teacher retirement is and will continue to 
be a big issue at all levels of government well into the next 
century . First, it is clearly of national concern because of the 
nation's interest in the welfare of its schwls. Since we are now 
(1) creating a national certification process for teachers, (2) 
beginning through the Holmes Group to cooperate nationally 
in the training of teachers, (3) setting higher teaching standards 
and national recognition awards for outstanding pedagogues, 
and (4) considering the implementation of national curriculum 
standards and testing, it only makes sense that the issue ot a 
"national retirement system" should receive attention as well. 
Issues such as the lack of interstate portability of pension 
accounts would W on the national agenda. 

Meanwhile, teacher retirement remains a state matter, since it is 
the state that creates and manages the rules, regulations, funds, 
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Let's consider the issues confronting Jan 
Manvllle, a 58-year-old teacher from a small 
district in upstate New York, Jan has been 
teaching for 18 years, after spending almost 
10 years pursuing her degree. She had worked 
in the family's retail business from the time of 
her graduation from high school, and began 
taking college courses at night at age 30, 

After 40 \ s of work, 18 as a teacher 
added to the 11 years she worked in the 
family business, she was ready to retire. As 
she l>egan investigating her own retirement 
possibilities, she found sonic strange arrange- 
ments. 

She was in luck: the district was offering a 
one-year retirement incentive plan for teach- 
ers at least SO years of age and with a mini- 
mum of 10 years of "creditable service/ The 
incentive was a one-shot lion us of SO percent 
of her final average salary Since she earned 
$50,000 on average during her last three years, 
her bonus would total half of that. $25,000. 
She was off and running, 

But wait! The state retirement system noti- 
fied her that, although she may tx* eligible for 
the district retirement scheme, she did not 
meet the requirement for full pension pay- 
ment since she was 2 years short of the 20- 
vear state minimum. In fact, the state regula- 
tions penal i/.cd her 5 percent per year for 
each year she retired early. Hence. 10 per- 
cent would lx> deducted from her pension 
forever. Ten percent meant a drop of almost 
$1,800 per year! 

More bad news. On July K W*3. one month 
before her appointment as teacher. New York 
State introduced a new retirement plan (tier 
II) for sl:\(i hired after that date. An additional 
reduction is imposed under tier 11 if retire- 
ment occurs Ixfore age (iZ with less than M) 
years of sen ice. At age 58. Jan would lose 
about 18 percent of a normal tier 1 retire- 
ment, or an additional $3.2 tO vearlv. 



So far Jan has lost about $5,000, or 28 
percent, of her pension from reductions for 
having less than 20 years' sen ice. plus the tier 
II penalty. Although Jan's pension is reduced 
by $5,000, the district's incentive bonus at 
$25,000 would cancel out the decrease for five 
years. So why not go ahead and retire? 

But things could have lx*en even worse. 
Jan's cousin. Bob Simon, teaches in a state 
where the statewide incentive retirement plan 
allows him to retire at age 52 instead of 55. 
The Internal Revenue Service informed Bob of 
IRS Section 4 15, which pa-vents state regula- 
tions from overriding federal policy. The Sec- 
tion i!5 regulation, enacted OctolxT 1987, 
"limits benefit increases resulting from (state) 
legislative improvements." This IRS rule re- 
duced Bob's pension by about 17 percent. 

As schooi districts strive to usher out older 
teachers and bring in new people and new 
ideas, their plans seem to collide with state 
and federal regulations. Somehow, the federal, 
state, and local jurisdictions need to ccx>perate 
to prevent teachers' being caught by conflict- 
ing, punitive rules of retirement and early re- 
tirement. Infortunately, the cases of Bob and 
Jan are typical as the retirement agenda has 
become a retirement jungle. 
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Recommendation: 
Establish National 
and State 
Commissions on 
Teacher 
Retirement 



Viability of State 
Pension Funds 



and programs that comprise public-sector retirement. And since 
school districts bargain or confer informally with teachers about 
issues of -early retirement incentives (as our Bangor, Maine, 
and New York City cases in chapter J indicate), the local 
school boards and school executives also play a vital role. 

But primarily, retirement is a personal choice that profoundly 
affects individual teachers during the later years of their lives. 
And this report has demonstrated the incredible progress that 
many teachers have made in securing a decent living and a 
comfortable retirement. 

We propose that a national commission, matched by study 
committees in each state, be convened to examine the issues 
discussed Mow in teacher retirement and replacement (per- 
haps in tandem with .such consideration for all employees in 
the public sector). Who should create such a structure is not 
clear. Perhaps the Secretary of the I'.S. Department of Educa- 
tion could bring the following interested parties together: Na- 
tional Education Association. American Federation of Teachers, 
American Association of School Administrators (superinten- 
dents of schools). Council of Chief State School Officers. Na- 
tional School Hoards Association, university officials, gover- 
nors, state government asstxiations. state pension fund v xecu- 
tives. financial experts, business and industry- representatives, 
parents, and so forth, to .set the agenda and to help states and 
districts improve the early retirement process. 

The issues on the table should include those listed earlier in 
this chapter, among others. 

Although this study did not attempt to analyze the fiscal viabil- 
ity of state retirement systems, we did learn of some consterna- 
tion among teachers and administrators about the ability of the 
retirement system to support and extend coverage to them. As 
our analysis showed (see table 1 in chapter 1). some states 
have higher ratios of active teachers to retired teachers than do 
others. In a few states with low ratios, only about two teachers 
are still working and thus contributing to the funds for every 
teacher who is already retired, Maine, for example, has the 
worst ratio of working to retired members, is in the throes ol a 
recession, and is considering a change in its policies to make 
retirement itself more difficult and costly for teachers (see the 
sidebar on the Bangor. Maine, school district in chapter 3). 

Mcloone (198" T ) raises three financial issues concerning pen- 
sions funds: (1) Are they adequately funded to pay present and 
future liabilities? (2) Are the investments getting maximum 
rates of return? and (3> Are investments in keeping with current 
social policies and concerns? These and other questions must 
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l>e examined carefully if pension plans are to sufficiently 
strong to support the rising number of retirees. 

Funding levels, the subject of McLoone's first question, have 
been an issue since the 1920s when pension plans began using 
actuarial estimates in setting rates. States must be able to fund 
their share of the pension contribution and keep their hands off 
this attractive pot of money. As the secretary-treasurer of the 
National Council of Teacher Retirement said. "The biggest chal- 
lenge facing teaching retirement systems is keeping politicians 
out of the trust funds " (Deigmueller 1990). As McLoone ex- 
plains, 

The annual contribution made by government is the sum of the 
administrative costs and the contribution level necessary to 
finance the benefit level, minus the rate of return on invest- 
ments. When this formulation requires increasing governmental 
contributions, either benefit levels or employee contribution 
levels are changed. When this fomiulation indicates no need for 
a change in government contribution or a lower government 
contribution, benefits formulas and levels are liberalized. When 
the rate of return lags behind the rate of inflation, as in the 
1970s, questions are raised alxuit the adequacy of funding and 
the ability of a retirement system to provide adequate payments 
in the future. ( 1987, p. 242) 

Currently, a recession in combination with rising costs have 
caused some pension plans to shift greater responsibility to 
employees. New York State, for example, created a multitiered 
approach, whereby workers hired earlier (tiers 1 and 2) still 
make no employee contribution but newcomers (on tier 3 and 
t>eyond)) contribute 3 percent of their salaries toward retire- 
ment. Shifting the burden to future staff defused a political 
bombshell from unions and other groups. Other states are 
raising the employee share. The levels, viability, and govern- 
ment contribution should be examined in relation to investment 
policies and yields. 

McLoone's second and third questions — the rate of return and 
the social responsibility of investments — also require examina- 
tion by a national commission and individual state committees. 
States that avoid investing in South Africa, Northern Ireland, 
and other places and in corporations such as Kxxon because of 
some objection to their policies may find it difficult to switch 
stocks quickly lx*cause they cannot keep up with the latest 
•■unacceptable" stex'k or bond option. Furthermore, issues rang- 
ing from war to women's issues to fishing for whales to foreign 
policy to sex and racial discrimination and abortion rights may 
!x> so complex that the pension fund leaders cannot keep pace 
with which stocks to buy. At present, we do not know the 
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effect on the rate of return of making retirement investments 
"politically correct." Whatever the result, one disadvantage of 
changing investments with the social and political winds is that 
investment policies are dictated by the "cause" of the moment. 

At any rate, state legislatures, teacher groups, and others should 
keep a close eye on the government's contribution, the rates of 
return, and which policies are being used. 

Each state should take a good haixl look at its retirement goals 
and policies. As this report has amply illustrated, the two levels 
of government have disparate goals. For superintendents and 
school boards, hard pressed to stretch budget dollars, an early 
retirement incentive program (ERIP) makes perfect sense. Data 
in this study show the remarkable savings that can occur when 
an ERIP is well planned and executed. Retiring teachers and 
administrators early allows districts to eliminate positions with- 
out layoffs or transfers and to hire lower-cost personnel to 
replace some of those who retire. Further, our research indi- 
cates enormous pentup demand among veteran employees to 
change careers or retire completely. 

Standing in the way. however, are ponderous state retirement 
systems dedicated to longevity, rewarding those 1 who remain 
(-——- mmmmm with their teaching ca*eers to the end and pun- 
ishing those who retire early. A national commis- 
sion should survey states and districts to deter- 
mine just how different I he state and district 
goals are. Surely, the two levels could work out 
their differences and reaci a compromise. For 
example, states ;ould reduce the penalties they 
impose on early retirement and districts could 
reduce the incentives they offer. Teachers, de- 
spite this conflicting message, seem to he willing to absorb the 
i eduction of pension for the bonus money and the chance to 
retire. 

The commission should also ascertain to what extent states arc 
•backloading" the costs, allowing teachers to retire early but 
making money on the deal by permanently reducing their 
pensions, by an average of J percent to 5 percent per year. 
Backloading refers to the practice of cutting workers out of 
their full pensions by setting ap lures and roadblocks. 

Several FackU aiding techniques are used: long vesting periods 
(discussed below), stingy formulas for benefits, reduction of 
Ix-nefits tor early retirement, and Social Security offset provi- 
sions. A number of states are reducing pensions for early 
retirement, and a few even do so for teachers who earn Social 
Security. These and other practices warrant examination. Per- 
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Portability of 
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*» Teachers who 
change systems 
experience a 
significant drop 
in pension 
benefits. 99 



haps, educating teachers about their rights under a pension 
plan would dissuade them from leaving their jobs prior to 
vesting or before they qualify for full retirement. Or perhaps 
the commission's findings would convince states to go along 
with districts and waive the penalty for early retirement when 
districts are able to make a case for reductions in force and 
budgets. After all, a state's entire education system is stronger 
and healthier when staffing levels are appropriate and when 
teachers can retire* when they desire, within reasonable limits. 

It seems to us that in a highly mobile society such as ours 
retirement plans should be transportable to other districts and 
even other states. As it stands, teachers who move from one 
state retirement system to another lose at both ends. They 
forfeit the credit they have accrued in the system they leave, 
and, unless the new state retirement system allows teachers to 
get credit for prior service in other retirement systems, they 
must start from scratch in building credit in the new system. In 
some cases, teachers may be able to "buy 1 " credit from a prior 
state and use it toward retirement in their new state. However, 
states often set a maximum number of years of service that can 
!>e credited, say 10 years, or "buy" them on a two-for-one 
basis. And service in private or parochial schools is usually not 
credited toward public school retirement, 

Teachers who change systems experience a significant drop in 
pension Ix'nefiLs. Consider what happens, for example when a 
teacher, after working in one post in New York State for !8 
years, takes an out-of-state teaching job. This teacher has worked 
8 years after vesting (10 years) but 2 years before retirement is 
allowed. The state must pay this teacher a pension at age 60, 
along with other vested trachers at that age, but the state 
reduces the amount of that annual payment by 5 percent per 
year for each year short of 20 years of serv ice. Hence, for this 
teacher the reduction is 10 percent— two years multiplied by 
the 5 percent penalty. 

Bernard jump, Jr., in a report for the Carnegie Forum on 
Education and the Economy, found that teachers who spend 20 
years with one employer and then IS with another earn only 
7 0 percent of the pension benefits that they would have earned 
had they staved with just one employer. 

One might argue that if education is to be considered a full- 
fledged profession, teachers should be free to pursue better 
opportunities in other states, regions, settings. Being tranped in 
one system lowers morale, creates staleness, and robs schools 
and students of a flow of new staff and ideas. If the I'nited 
States is to have a national certification program for out.stand- 
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ing teachers, why not haw a national pension plan to support 
the mobility of outstanding teachers? 

Professors in universities and colleges have great mobility and 
take their pensions with them, under TIAA-CRKF. a private 
system. This system is one of the largest and most viable 
retirement plans in the nation, worth over SSO billion at last 
count. Why not allow teachers to move around, 
too? 

Some difficulties would arise und^r a portable 
system. States have different rules, different vest- 
ing pericxls, different contribution formulas, and 
different levels of pay. But surely ways of accom- 
modating these variations can be found once the 
concept of mobility and transportability is estab- 
lished nationally. 

A report on the portability of teacher pensions 
presented at the 1988 meeting of the National Governors' 
Association (Taylor 1992) found that "some states were hiring 
large numbers of teachers with out-of-state experience." For 
example, in the 19H(>87 school year, according to Taylor, "26 
percent of the teachers hired in Colorado were from out ol 
state, as were 22 percent of those in Maine and 18 percent of 
those in Illinois" (p. 4l ). 

The National Governors' Association suggests various ways to 
achieve some portability: 

• States that allow teachers to buy credit for past sen ice < 38 
states do so) should simplify their often cumbersome processes 
and make them more affordable. 

• An interstate agreement could ix 1 set up to allow transfer ol 
pension assets. Teachers would make up any differences 
themsehes. This would fx 1 similar to Canada's system. 

• A defined contribution plan, in which a teadv» pays into one 
account over the entire career, could collect the money and 
pay it out on retirement. No benefits are promised; the teacher 
hopes tor the best. 

• The vesting period should be shortened or eliminated. (Tay- 
lor, p. ) 

If we are truly one nation, and if teachers are to respoi to 
shifting demography, economic conditions, and regional differ- 
ences, some kind of national view of retirement support needs 
investigation. As McLoone concludes: 'With changing eco- 
nomic conditions of states and regions within states, and their 
concomitant population shifts, lifetime careers in education 
within a state may not tx 1 possible. Portability of benefits can 
become increasingly important" (198". p. 2-40), 
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Earlier, Uniform 
Vesting 



As shown in chapter 2. ruble 12, states vary widely in the 
length of time required before teachers are vested in state 
retirement systems — the point at which teachers' pension plans 
arc protected. The fewest number of years required for vest- 
ing—three — is found in Minnesota; the longest period is in 
West Virginia, where a teacher must contribute to the state 
retirement system for 20 years before their investment is pro- 
tected. 

A national standard for pension Nesting by public employees 
would tx* in keeping with laws pertaining to the private sector. 
In The Wage Carrot and the Pi 'tistuti Stick, Kotlikott and Wise 
explain: 

Prior to ERISA, companies often required as many as years 
of sen ice lor pension v esting. To protect workers from being 
dismissed, falling ill, or leaving their employment for other 
reasons immediately prior to becoming vested. KRIS A man- 
dated 100 percent vesting within 10 years of initial participation 
in a pension plan. The 10-year vesting rule was reduced to 5 
years in the 1986 Tax Reform Act. (1989, p. 9) 

We suggest that states consider a five-year vesting period, 
which 2" states already meet or exceed (several states vest after 
tour or even three years). Given the mobility of teachers, it 
seems only fair to have a national vesting standard: five years is 
the most common in the public sector and universal in the 
private. Such a move would protect teachers' pensions, while 
giving these professionals a greater sense of security. If uni- 
form vesting were combined with portability, teachers could 
work in one state for five or more years, then move to another 
and take their protected investment with them. 

Greater Flexibility Pension plans in the public sector are highly rigid systems of 

employee welfare- They limit the ability of participants to help 
determine: 

• the mix of investment opportunities they wish to pursue, whether 
stocks, bonds, money markets, or real estate 

• the amount of extra contributions and other investment options 

• the rate and means for withdrawing the pension funds once 
retirement occurs 

• tiie overall pension policies 

While we are not advocating "privatizing" the retirement sys- 
tem for teachers, we are suggesting that qualities of private 
pension systems might be included in the public system. 

For example, we might consider moving away from a strict 
"defined benefit plan" toward a "defined contribution plan/' 
thus putting each member of the retirement system in charge of 
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Equity among 
Teacher Retirees 



part of his or her own portfolio. Perhaps the retirement fund 
for each teacher could be divided so that the state retains 
control over investing one half and the teacher is given control 
over the other half, similar to the control teachers already have 
over their 403B (tax-sheltered annuities) investments. For his 
or her portion of the fund, the teacher could then select the 
desired mix of stocks, bonds, money markets, annuities, and 
level of investment risk. The success or failure of the teacher's 
own investments would thus determine in pan the size of the 
retirement package the teacher would eventually receive. 

In a sense, we are suggesting that at least part of the teachers' 
fund he seen as a form of personal investment (to he moni- 
tored, added to, switched around, and controlled by each 
individual member) and part continue to be a form of em- 
ployee welfare benefit. Currently, the whole fund is seen as a 
state-run benefit system over which the teacher has only lim- 
ited access, interest, and control. 

Finally, we raise a provocative question: Why should a teacher 
who happens to work in a poor school district retire with a 
much lower pension than one who works in a wealthier 
district with richer students, higher pay, and a larger pension 
contribution? As long as the pension level is based on the final 
salary, some teachers will do better than others. Why not take 
a look at actual pensions across the nation, state by state, 
district by district, to get some sense of the inequalities that 
exist. 

As we saw in chapter 2, variations in salaries and state-to-state 
differences in the percentages erf salaries tlvt are contributed 
toward retirement can combine to create alan ling disparities in 
teachers" retirement funds, In the example wv gave earlier, the 
average teacher in Arizona accumulates lew than one-third 
what the average Pennsylvania teacher receives toward retire- 
ment. 

In the absence of an equalized statewide s; lary system (such 
as Hawaii has), the commission might invest! >ate some form of 
statewide pension plan whereby teachers could be financially 
compensated in retirement for what they lost during their 
working careers. Already, we see some evidence that teachers 
are willing to trade slightly lower salaries f c r a better retire- 
ment package. Teachers in poorer districts night be willing 
toward the end of their careers to contribute more of their own 
money to their retirement kinds if the state would use it to 
raise their pensions. Some kind of matching formula might be 
worked out whereby teachers would kick in extra money to be 
matched at a set ratio by the state and district. Such an effort 



A W £ I L - PLANNED RETIREMENT: THE CASS Of JEFF SANDS 



Jeff Sands spent the last 30 years teach- 
ing social studies at (he Jay Gould Middle 
School in a suburban New York school dis- 
trict. During much of his career, Jeff won- 
dered if he had made the right choice by 
becoming a teacher (his mother had urged 
him to Ixrcome a podiatrist instead >. In May 
1991, he learned of the state's new early 
retirement incentive plan, which he promptly 

Sources of 
Income 



TOTAL: 

Over a projected 1^ year period, should 
Jeff live so Mftjj. he would accumulate 
Sl.^SS.tKH): his pension and Social Security 
will continue as long as he is alive. He had a 
lorn; talk with his mother and I'ncle Ray 
(Aunt Sophie was sailing in the Caribbean). 



discussed with his family. After quick chats 
with his Uncle Ray and his CPA and a few 
calculations, he made a decision: this was 
his year to retire! 

Jeff began to figure out how much money 
he had coming as a 53-ycar-oki future re- 
tiree. Here are his calculations, scrupulously 
checked by I'ncle Ray and even Aunt Sophie: 

Annual Projected 
Income 

$33,000 



3,200 



1 .<)(K) 

H,3H> 

$61,640 per year 

They were impressed. He was worth more in 
retirement than at work. Perhaps Ivcoming a 
teacher—with a little good planning, luck, and 
frugality — w as really a good idea after all! 



1. Normal Retirement Pension; 2 percent \ 30 years \ $S>,(XM) 
(his average salary) 

2 New York State Retirement Incentive Bonus 

2 percent x 3 bonus years of additional senile x 

3. State-Spomored Annuity Plan: During the past 30 years, 

Jeff has voluntarily contributed to this plan, which is tax deferred 
until after retirement. It is currently valued at SHU.lXK). 

i. Tax-Shelter Annuity Fund: He also tcx>k advantage of a 
federal tax law ( *03B) that allow ed htm to contribute tax-free 
dollars to an aggressive stin k fund now worth SISS.OOO. 

S. Unused Sick Days: While the early retiremeni incentive plan 
strictly prohibits receiving other retirement bonuses, it 
does allow teachers to cash in unused sick days. Jeff has 
12S leftover sick days from his 30 years of teaching at a 
S320 |>er diem rate, or S-KUKH). 

0. Social Security: Partial benefits would statl at age S9 
and full IxMiefits .it age OS. averaging about 
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might reward these teachers for the years of lower salaries and 
sometimes tougher students they have had to endure. 

During the past decade, while the nation has l>een preoccu- 
pied with reforming its schcx>ls. something else has been hap- 
pening in those schools that has received little attention. The 
clock has been ticking, transforming the demography of 
America's teachers. A teaching force that was once typically 
young and mobile has Ixvome older and more stable 

The aging of the teacher work force has given rise to concern 
alxwt the level of support for state pension systems and also 
about the control and application of retirement procedures. 
Specifically, school districts are now examining early retire- 
ment incentives. Inducing older teachers to retire early might, 
as Tarter and McCarthy put it, "result in salary savings and a 
healthy infusion of younger and possibly more-effective teach- 
ers" (1989, p. 133). 

This report has presented our findings alxwt both regular and 
earlv retirement and highlighted some of the problem areas. 
Solutions are not so easy, This is why we call upon the 50 
states that created and maintain these retirement systems, in 
concert with the national government, national teachers' unions, 
and national associations of school boards and superinten- 
dents, to carefully examine the problems and seek solutions in 
a coherent, comprehensive. ccx>rdinated way. 

In general, teachers in the I'nitec! States are benefitting from 
large, sound, and well-run state retirement systems, which are 
equal to if not lietter than many private plans. Although some 
states are undergoing serious budget crises in the early 1990s, 
Reilly's statement still generally descrilx's the state of the nation's 
teacher retirement systems: 

it is undisputed that these systems generally perform at a 
higher level than do their private and federal government 
counterparts. More public employees participate in retirement 
plans (98°.. by the late 1980s as compared to of the ERISA- 
relexant work force). State retirement systems offer more di- 
verse benefits and higher IxMieftt levels than do private plans, 
And recent l\S. Census analyses show that public plans are 
better funded [except in a small percentage of the cases] . . . . 
Finally, state administered |X-nsion plans are well managed 
and no state plan has ever defaulted in pension payments. 
( 19HS. p, ~) 

Some prudent fine-tuning of these retirement systems done 
now in the coordinated way we prescribe could guarantee that 
Reilly's description holds tnie for many more years to come 
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At-Risk Families and 
Schools: Becoming 
Partners 

Lynn Balster Uontos • 
Foreword by Don Davies • 
1992 • xii + 1% pages • 
Perfect (sew w rap) bind • 
ISBN ()-«6SS2- 113-1 • 511.95 

This book shows educators how to reach out to 
families who are poor. lx*long to racial ethnic 
minorities, or speak a language other than 
English. The l*x>k contains many examples of 
effective programs along with Liontos's own 
recommendations for school boards, administra- 
tors, and teachers. 

In the foreword. Don Davies calls Liontos's 
}x>ok "a welcome gift to all of us." in that it 
pulls together "various strands of theory, 
research, and demonstration" in order to gi\e 
educators a basis for thinking about at-risk 
families and the rules they play in schools 

Twenty-eight chapters are grouped into six 
parts: "Background/" 'Components/' "Support/' 
" Special Ages/' "Special Groups/' and "Process/' 
Chapter topics range from why family involve- 
ment works to how to recruit parents for 
involvement programs. 

The Collaborative School; 
A Work Environment for 
Effective Instruction 

Stuart C Smith and James J 
Scott * Foreword by Roland S 
Barth • 1990 • pages • 

perfect hind • ISBN 
092-s * SK.(X). ( Copuhiished 
with National Association of 
Secondary School Principals ) 

What an 4 colhilx>nttUv schools? In contrast to 
many schools where the adults work in isola- 
tion from one another, teachers and administra- 
tors in col!atx)rutive schools work as a team. 
Through such practices as mutual help, ex- 
change of ideas, joint planning, and participa- 
tion in dectsions. the faculty and administrators 





improve their own skills and the effectiveness 
of their schools. 

This book outlines the educational lx*nefits of 
collaboration, describes a variety of collabora- 
tive practices already in use in schools, and 
suggests ideas for intrcxiucing those practices in 
other schools that wish to become more 
collaborative. 



School Leadership: 
Handbook for Excellence 

Edited by Stuart C. Smith and 
Philip K. Piele • Second 
Edition • 1989 • xvi + 392 
pages • perfect (sew wrap) 
bind • ISBN 0-HhSS2-096-K ♦ 
Sls,9S 

This handbook suggests the 
knowledge, structure, and 
skills necessary for a leader to inspire all 
mcmlvrs of the school community to work 
together toward the goal of an excellent educa- 
tion for even* student. 

Rather than summarizing research findings as an 
end in itself, each chapter includes one or more 
sections that spell out implications, recommen- 
dations, or guidelines for putting knowledge 
into practice. The lx>ok is also, as Edwin M. 
Bridges says in the foreword, " highly readable/ 

Part 1. The Person 

• Chapter 1 Portrait of a Leader 

• Chapter 1. Leadership Sfvlcs 

• Chapter y 1 raining and Selecting School leaders 

• Chapter \ Two Special Cases: Women and Blacks 
Part 2. The Structure 

• Chapter S. School Ha sed Management 

• Chapter (>. Team Management 

• Chapter ~\ Participative IVcision-Making 

• Chapter 8. School Climate 
Part 3. The Skills 

• Chapter 9. Leading the instructional Program 

• Chapter 10. Leading the Instructional Staff 

• Chapter 1 1 Communicating 

• Chapter 12. Building Coalitions 

• Chapter 13 Leading Meetings 

• Chapter \ \ Managing Time and Stress 

• Chapter Is Managing Conflict 
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At RLsk Yooth in Crisis: A 
OUT H Handbook for 

Collaboration Between 
Schools and Social Services 

Professionals in both the 
education and the social 
service systems now recog- 
nize more clearly than ever 
the need for a team effort. 
Problems such as poverty, drug abuse, sexual 
abuse, street crime, honfctes*fiess, teenage 
pregnancy, dropping Out <qf school, and sexu- 
ally transmitted diseases are too bi#*anU too 
complex for either the sch(x?ls or human service 
agencies to tackle alone. This series gives 
school personnel a practical guide for collabo- 
rating with social sen ice agencies in thetr own 
communities. 

Volume 1: Introduction and Ri^owvcs 
(February 1991) ^8 pages 
ISBN 0-8(^52- 1<>H-S 

Volume 2: Suicided March 1W1) *N pages 
ISBN <)-8<nS2-I09~3 

Volume 3: Child Abuse {Mas S-i pages 

ISBN 0-805S.M11-S 

Volume Substance Ahusv {]\mv S3 pages 

ISBN 0-NMS2-1 12 3 

Volume S: School Attendance (June 1992)63 pages 
ISBN 0-86SS2* 119-0 

All Volumes are H3X 1] inches, saddle bind 
Price: 5" SO per Volume: set of Volumes l-S, $ 30(K) 

- Principals: How to Train, 
Recruit, Select, Induct, and 
Evaluate Leaders for 
America's Schools 

Mark F. Anderson • Foreword 
by Daniel L. Duke • 1991 • x 
+ 121 pages • perfect (sew 
wrap) hind • ISBN 0-86SS2- 
106-9 • $8.95. 




What training is needed to t>e 
an effective school leader? Whom do school 
districts prefer to hire? How are principals 
introduced to their jobs? What type of feedback 
on performance do they need and receive? 
Whv do some principals succeed while others 
fail? 

Seeking answers to these questions, Mark E. 
Anderson skillfully combines knowledge from 
both print and practice in a lucid examination 
of the training, recruitment, selection, induction, 
and evaluation of America's principals. He 
summarizes key findings from recent literature 
on the principalship and also draws from 
interv iews with leading educators and school 
districts* descriptions of their successful pro- 




grams- The result is a scholarly yet practical 
monograph that will he of value to principals 
and their trainers, recruiters, and supervisors 

Working Together: The 
Collaborative 
Style of Bargaining 

Stuart *C Smith, Diana BaH/a'nc^ 
Demetri (juntos' 4 ForewortilV 
Charles Taylor Kerchner • 1990 

• xii + 75 pages • saddle bind 

• ISBN 0-86S52-103-4 • $6.75. 

In some school districts, 
1 teacher unions and district 
officials aa» exchanging an adversarial style of 
labor relations for a more cooperative process 
that emphasizes problem-solving, mutual 
respect, and team involvement in the education 
process. This hook's descriptions of collabora- 
tive bargaining practices Inring tried by various 
school districts, along with practical guidelines 
and pitfalls to avoid, make the volume a good 
starting-point for educators interested in adopt- 
ing a more collaborative process. 

Managing the Incompetent 
Teacher, Second Edition 

Edw in M. Bridges with the 
assistance of Barry Groves • 
Second Edition * 1990 • fri 
pages • saddle bind • ISBN 0- 
86552-102-6 • $6.95. 

Bridges presents an integrated 
organizational approach in 
which teacher dismissal 
Incomes a logical extension of overall school 
policy. "Superintendents who follow this 
systematic approach should he able to upgrade 
the quality of their teaching start", to increase the 
incidence of dismissal when teachers fail to 
improve, and to heighten the prospects of 
winning a dismissal case if it is contested by the 
teacher,' 

This second edition acids significant new 
information in such areas as teacher evaluation 
criteria, use of student test scores, evaluation of 
teachers by parents, remediation prix'edures. 
and grounds for dismissal. 



Full payment or purchase order must accompany 
all orders. A handling charge ($3.00 domestic. $-1.00 
international) is added to all billed orders, Make 
checks payable to University of Oregon/ERIC 

Address order* to ERIC CEM. i?K? Agate Street. 
Eugene. OK *T-i(>3. <S(>3) 3i6-SOH. FAX: (503) 3*<> 
233* Expect 6-8 weeks for delivery. (To expedite 
delivery, you may specify I PS for an extra charge.) 
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A REPORT ON STATE 
PENSION SYSTEMS 
AND SCHOOL 
DISTRICT EARLY 
RETIREMENT 
INCENTIVES 



Here b Information about teacher retirement 
school boards will find indispensable as they seek 
to establish a future vision for education in their 
schools through prudent Ions-range and strategic 
planning. 

Thomas A. Shannon. Executive Director 
National School Boards Association 

A timely, comprehensive, and invaluable resource, 
GRAYING TEACHERS fills a void that has existed 
for far too long. 

Keith Geiger. President 
National Education Association 

As millions of teachers approach retirement age 
in the next decade, policy- makers will struggle to 
balance the need for an orderly transition with 
the equally impelling need to retain experienced 
educators. GRAYING TEACHERS provides us with 
solid base-line information on where we stand 
now, and offers an interesting framework for con- 
sidering common problems in the future. We en- 
dorse the call for a national, state, and local part- 
nership to coordinate the funding, portability, and 
benefit levels for our nation's teachers, 

Albert Shanker President 
American Federation of Teachers 

These authors found that a growing number of 
older teachers want to retire— even to retire early 
if given an incentive. Case studies in this book 
give useful data and methods for evaluating the 
effectiveness of various teacher retirement incen 
live plans. 

Richard D. Miller. Executive Director 
American Association of School Administrator* 



This report presents a complete state-by-state 
overview of the retirement programs available to 
America s teachers. In addition, case studies of 
early retirement incentive plans in six districts 
show how these plans work, amounts spent and 
saved, numbers of teachers eligible to retire early 
versus those who take the option, and the costs 
of replacing the teachers who retired 

The report provides answers to three related sets 
of questions: 

• How do the regular retirement plans in the 
50 states operate? Who pays? How much^ 
When are teachers eligible and how much do 
they receive? What benefits continue beyond 
retirement? 

• What are the nature and effects of the early 
retirement incentive plans (ERIPs) in several 
districts and states? Do these plans actually 
help school districts to reduce staff without 
layoffs, save money, and replace veteran staff 
with new teachers? 

• What recommendations can be made to im- 
prove the quality and efficiency of teacher 
retirement programs rnto the 21st century''' 
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